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Proposed Rulemaking Regarding 
Reporting by Institutional Invest- 
ment Managers of Information with 
Respect to Accounts Over which 
Investment Discretion is Exercised 
[File No. S7-687 - Extended to 


July 1, 1977] 





Views of the Division of Investment 
Management with respect to certain 
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The following rules relate to self-regulatory organi- 
zation rule proposals and/or adoptions 


34-13570 34-13576 34-13586 34-13589 34-13592 
34-13574 34-13577 34-13587 34-13590 34-13593 
34-13575 34-13585 34-13588 34-13591 


33-5829 PROPOSED RULE AND FORMS 
INTENDED TO CREATE AN INTE- 
GRATED REGISTRATION AND RE- 
PORTING SYSTEM DESIGNED TO 
REDUCE BOTH THE NUMBER OF 
FORMS AND THE DUPLICATIVE 
INFORMATION FILED BY 
MANAGEMENT INVESTMENT 
COMPANIES [File No. S7-697 
Comment Period Expires August 
15, 1977] 

33-5830 PROPOSED AMENDMENTS TO 
FORM S-5 UNDER THE 1933 ACT 
TO REQUIRE OPEN-END INVEST- 
MENT COMPANIES INVESTING 
PRIMARILY IN SHORT-TERM DEBT 
SECURITIES TO SUPPLE- 
MENT THEIR PROSPECTUSES AT 
THE END OF EACH CALENDAR 
QUARTER WITH AN UNAUDITED 
LISTING OF THEIR INVESTMENT 
AND A TABLE CONTAINING 
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SPECIFIED UNAUDITED HISTORI- 
CAL INFORMATION [File No. S7- 
700 - Comment Period Expires 
July 15, 1977] 


34-13584 REQUEST FOR PUBLIC COM- 
MENT ON PROPOSED REGISTRA- 
TION STANDARDS: NOTICE OF 
ISSUANCE OF ORDER EXTEND- 
ING REGISTRATION, AND NOTICE 
OF EXTENSION OF TIME FOR 
CONCLUDED PROCEEDINGS [File 

No. S7-699 - Comment 

Expires July 15, 1977] 


Period 


IC-9783 PROPOSAL TO REVISE REGU- 
LATIONS ON THE FILING OF 
INVESTMENT COMPANY ANNUAL 
REPORTS TO REQUIRE THAT 
SUCH REPORTS BE FILED WITHIN 
90 DAYS (RATHER THAN THE 
CURRENT 120 DAYS) AFTER THE 
END OF THE FISCAL YEAR [File 
No. S7-698 - Comment Period Ex- 
pires August 15, 1977] 


1A-589 PROVISION FOR A NONEXCLU- 
SIVE METHOD FOR COMPLIANCE 
WITH THE INVESTMENT 
ADVISERS ACT OF 1940 IN 
CONNECTION WITH AN AGENCY 
CROSS TRANSACTION FOR AN 
ADVISORY CLIENT BY PERSONS 
WHO OTHERWISE MIGHT BE 
CONSIDERED TO BE ACTING INA 
CONFLICT OF INTEREST IN 
VIOLATION OF THEIR FIDUCIARY 
DUTIES TO THE CLIENT. Effective 
IMMEDIATELY 
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ACTION: Proposed Rule and Forms. 


SUMMARY: The Commission is releasing, for orl 
comment, a proposed rule and forms intended to 
create an integrated registration and reporting system 
designed to reduce both the number of forms and the 
duplicative information filed by management invest- 
ment companies. Specifically, the Commission is 
proposing a revised notification of registration under 
the Investment Company Act of 1940 (1940 Act”), new 
registration statement forms for registration of open 
and closed-end investment companies under the 1940 
Act and of their securities under the Securities Act of 
1933 (‘‘1933 Act’’), a revised annual report form for 
annual reports under the 1940 Act, and a new rule 
under the 1940 Act requiring an annual update of the 
1940 Act registration statement. 


DATE: Comments must be received on or before 
August 15, 1977. 


ADDRESS: Send comments to George A. Fitz- 
simmons, Secretary; Securities and Exchange 
Commission, Washington, D.C. 20549. 


FOR FURTHER INFORMATION CONTACT: Glen 
Payne, Special Counsel, Division of Investment 
Management, Securities and Exchange Commissio 
Washington, D.C. 20549 (202-755-0230). s 


SUPPLEMENTARY INFORMATION: 


The Securities and Exchange Commission today 
published for comment: 


(1) proposed form N-8A [17 CFR 274.10], a revision of 
the present form for notification of registration under 
the Investment Company Act of 1940 (“1940 Act”) [15 
U.S.C. 80 a et seq. as amended by Pub. L. No. 91-547 
(December 14, 1970)]; 


(2) proposed Form N-1R [17 CFR 274.101], a revision 
of the present form used by most management 
investment companies for filing annual reports under 
Section 30(a) of the 1940 Act; 


(3) proposed Forms N-1 and N-2 [17 CFR 239.14-15], 
which are to replace existing Forms S-4 and S-5 for the 
purpose of registration of the securities of manage- 
ment investment companies (other than small 
business investment companies) under the Securities 
Act of 1933 (“1933 Act”) [15 U.S.C. 77a et seq. as 
amended by Pub. L. No. 94-29 (June 4, 1975)]. Forms 
N-1 and N-2 are also intended to replace Form N-8B-1 
[17 CFR 274.11], the present registration stateme 
form under the 1940 Act for most manageme 
investment companies. 














(4) proposed rule 8b-16 [17 CFR 270.8b-16] under the 
ct to require annual amendment of the Form N-1 or 


¥ by those management investment companies that 
file Form N-1R. 





This release contains a brief synopsis of certain 
significant aspects of these proposals 


BACKGROUND AND PURPOSE 


The Commission is proposing for comment an 
integrated registration and reporting system under the 
Investment Company Act of 1940 and the Securities 
Act of 1933 for management investment companies.' 
The object of such a system is to reduce significantly 
the number of filings made with, and duplicative 
information reported to, the Commission while at the 
same time improving the availability to both the public 
and the Commission of material information about 
such companies. 


Management investment companies currently must file 
a notification of registration on Form N-8A under the 
1940 Act [17 CFR 274.10], a registration statement on 
Form N-8B-1 under the 1940 Act, and a registration 
statement on Form S-4 [17 CFR 239.14] (closed-end 
companies) or S-5 [17 CFR 239.15] (open-end 
companies) under the 1933 Act. Thereafter, they must 

ile quarterly (Form N-1Q) [17 CFR 274.106}, 

emi-annual, and annual reports (a two part Form N-1R 
with a narrative and an EDP section [17 CFR 
274.101,101a-1 and 101a-2[) as well as proxy material 
and sales literature. In addition, open-end companies 
making a continuous offering must normally update 
their 1933 Act registration statement annually. 


The basic reporting requirements for management 
investment companies now have three areas of 
extensive duplication and overlap. First, the separate 
registration statement forms under each Act require 
much of the same information in different formats. 
Second, most of the information required in a 
notification of registration under Section 8(a) of the 
1940 Act [15 U.S.C. 80a-8(a)] (form N-8A) is repeated in 
the registration statement required under Section 8(b) 
of the 1940 Act [15 U.S.C. 80a-8(b)] (form N-8B-1). 





'The Commission’s proposals set forth herein, other 
than revised Form N-8A, are not intended to apply to 
small business investment companies licensed as 
such by the United States Small Business 
Administration. 


2To a large extent, the proposals set forth herein result 
from recommendations made by the SEC Advisory 
Dornier on Investment Companies and Investment 
Advisers to Improve Reporting and Reduce Paperwork 
(December, 1972). 


Finally, the annual update of 1933 Act registration 
statements filed by management investment com- 
panies making a continuous offering of their shares 
requires disclosure of many of the same items of 
information required by the annual report form for 
management companies (Form N-1R) under the 1940 
Act; and this information is, for the most part, again 


included in the computerized EDP Attachment to Form 
N-1R. 


The integrated registration and reporting system being 
proposed is based on the use of a unified registration 
statement form (Form N-1 for open-end companies and 
Form N-2 for closed-end companies) which may be 
utilized both to register securities under the 1933 Act 
and to meet the requirements of Section 8(b) for filing a 
registration statement under the 1940 Act. In addition, 
the revised Form N-8A would permit investment 
companies filing a notification of registration 
simultaneously with the filing of a registration 
statement to file a short form notification of 
registration. The unified registration statements would 
be required to be updated annually under the 1940 Act 
and would include much of the information currently 
required in the narrative portion of the Form N-1R. 
Thus, the narrative Form N-1R can be eliminated, and 
the new Form N-1R can become a totally computerized 


form analogous to the current EDP Attachment to Form 
N-1R. 


Current requirements for filing quarterly and 
semi-annual reports, as well as proxy material and 
sales literature, would not be affected by these 
proposals. However, the Commission is interested in 
receiving public comment at this time on whether the 
information required to be filed in Form N-1Q should 
continue to be filed on a quarterly basis, how the 
information is used by investors or other participants 
in the securities markets, and the extent and nature of 
the burden in preparing such information. 


The primary purpose of the proposals is to establish a 
workable structure to avoid unnecessary paperwork 
and duplicative reporting. Although some disclosure 
items have been deleted and a few added, generally 
there has been little change in the substance of the 
disclosure required. Once a workable structure is in 
place, specific disclosure items can be evaluated on an 
individual basis. The Commission does intend that the 
revisions proposed will encourage freedom of 
expression and format on the part of registrants. In 
many cases, significant disclosure items (but not 
examples of “acceptable” disclosure) from the 
Guidelines for the Preparation of Forms S-4 and S-5 
(“S-5 Guidelines”) (Rel. No. 1C-7220, 37 FR 12790) and 
the Guidelines for the Preparation of Form N-8B-1 
(“N-8B-1 Guidelines”) (Rel. No. IC-7221, 37 FR 12790) 
have been integrated into the forms. In_ this 
connection, it should be noted that if the proposed 
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forms are adopted, the staff may recommend 
withdrawal of the S-5 Guidelines and the N-8B-1 
Guidelines, particularly the “acceptable” disclosure 
language. If this were to be done, the staff would 
probably recommend issuance of a release setting 
forth the significant interpretive positions taken in the 
Guidelines. 


INTEGRATED REPORTING SYSTEM FOR MANAGE- 
MENT INVESTMENT COMPANIES 


Form N-8A 


The proposed Form N-8A, the notification of 
registration, is an instructional form which is 
structured to require the registrant to furnish only that 
information which the Commission has determined 
necessary or appropriate at the time of initial filing 
under the 1940 Act. An investment company filing its 
registration statement concurrently with its Form N-8A 
would be required to state in the proposed revised 
Form N-8A only its name, principal business address 
and telephone number, and to indicate that a full 
registration statement was being filed simultaneously. 
Where the Form N-8A is filed without the 
accompanying registration statement, the proposed 
form would require additional limited information. The 
informational requirements of present Form N-8A 
which have been deleted have been included in the 
proposed registration statement forms. 


A new instruction (Instruction 6) has been added to the 
Form N-8A to put registrants on notice that the staff 
may take action to terminate the registration of any 
investment company which does not file its 
registration statement within 90 days of the filing of 
Form N-8A as required by Rule 8b-15 under the 1940 
Act [17 CFR 270.8b-15]. The possible consequences of 
a failure to file a registration statement include a 
proceeding to revoke or suspend the registration of a 
registered management investment company under 
Section 8(e) of the 1940 Act [15 U.S.C. 80a-8(e)] or 
deregistration of the company under Section 8(f) of the 
1940 Act [15 U.S.C. 80a-8(f)]. 


FORMS N-1 and N-2 


The Commission is proposing two revised registration 
statement forms: (1) proposed Form N-1 to be used by 
open-end management investment companies and (2) 
proposed Form N-2 to be used by closed-end 
management investment companies. These forms 
would be the vehicles by which management 
investment companies could (a) register securities 
under the 1933 Act, (b) file a registration statement 
under the 1940 Act or (c) accomplish both of the above 
objectives. 
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As with existing 1933 Act registration statement for 






ms 
proposed Forms N-1 and N-2 consist of two parts. 7) 
| contains the prospectus which requires most of t 

items of information currently required in investment 
company prospectuses by Forms S-4 and S-5, 
respectively. Part Il is similar to Part Il of current Forms 
S-4 and S-5, respectively, and consists of a list of 
exhibits, list of financial statements and other 
information currently required in a_ registration 
statement filed by investment companies with the 
Commission, but not required in the prospectus. In 
addition, there are summary prospectus instructions. 


With the exception of a few items of additional 
information which will be included in a registration 
statement filed only under the 1933 Actg, all 
management investment companies filing a registra- 
tion statement with the Commission on proposed 
Form N-1 or N-2 would complete both Part | and Part Il 
of the forms whether they are filed under the 1933 or 
1940 Act, or both of these Acts. 


Forms N-1 and N-2 have been designed to give 
registrants some freedom to develop their own 
disclosure format. Notable changes are the elimination 
of much of the cover page disclosure required by t 
**S-5 Guidelines,’’ the imposition of a requirement o® 
synopsis of information concerning the key investmen 
policies, operations and activities of the company and 
relaxation of requirements for the placement in the 
prospectus of other information. In addition, a number 
of the undertakings required by the S-5 Guidelines in 
Part Il have been deleted, and the summary prospectus 
instructions no longer require that the registration 
statement be effective prior to using the summary 
prospectus. 


The proposed forms include items which would require 
increased disclosure about investment advisers and 
the services they provide the company as advisers and 
otherwise. Although this would appear to require 
considerable more prospectus disclosure than is now 
required, it would actually reflect present practice. The 
public is also alerted that items in the registration 
statement forms relating to brokerage (Item 7 in Form 
N-1 and Item 9 in Form N-2;—which are presently 
proposed are substantially similar to the current 
requirements—may be changed upon adoption of rules 
under Section 28(e) of the Securities Exchange Act of 
1934 [15 U.S.C. 78bb(e)], or in light of other 
developments in this area. 


Several items which now appear in Form N-8B-1 - ) 
been deleted from the combined registration statement 


























forms.? It does not appear that the investing 


blic needs this information in order to make an 


formed investment decision; the information is, 
however, useful to the Commission in the performance 
of its regulatory function and most of it is thus 
included in the proposed computerized annual report 
form for management investment companies (Form 
N-1R). 


No substantive changes have been made in the 
financial statement requirements since the American 
Institute of Certified Public Accountants presently is 
revising the Investment Company Audit Guide. This 
part of the forms will be revised as a whole when the 
Audit Guide is complete. 


There are also numerous rearrangements and 
modifications of items. To aid commentators in 
identifying these changes, a chart showing the origin 
of each item in the proposed forms is attached as an 
exhibit to this release. 


PROPOSED RULE 8b-16 


The proposed integrated system is based on the 
assumption that there will be annual updating of 1940 

ct registration statements. This would be required by 
irvccea Rule 8b-16 under the 1940 Act which would 
provide that all management investment companies 
that file Form N-1R must update their Form N-1 or N-2 
filed under the 1940 Act within 90 days of the end of 
their fiscal year. The main impact of this proposal 
would be on closed-end companies since they would 
have to amend their registration statement on Form 
N-2 on an annual basis. Most open-end companies 
normally update their registration statements under the 
1933 Act in any event so that there should be no 
additional burden on them. They would simply file their 
Form N-1 under both the 1933 and the 1940 Acts on an 
annual basis. These required annual amendments 
would permit elimination of the separate narrative 
annual reports currently required to be filed on Form 
N-1R and would provide both the staff and the public 
up-to-date information about all open and closed-end 
management investment companies. 


The proposed rule reads as follows: 


§270.8b-16 Amendments to registration statements. 





3Specifically, current Items 6, 7, 20, 24 and 29 dealing 
with diversification of assets, underwriting commit- 
@ employees of the investment company, 





ments, 
personnel of investment advisers, and states where 
securities of the company may be sold. 


Every registered investment company which is required 
to file an annual report on the Form prescribed in Rule 
30a-2(a) [17 CFR 270.30a-2(a)] shall amend the 
registration statement required pursuant to section 
8(b) by filing, not more than 90 days after the close of 
each fiscal year ending on or after the date upon which 
such registration statement was filed, the appropriate 
form prescribed for such amendments. 


FORM N-1R 


Form N-1R has been revised to develop a computerized 
reporting format that will generate the statistical and 
regulatory information needed by the staff to fulfill its 
regulatory responsibilities under the 1940 Act without 
imposing an undue burden upon the investment 
company industry by requiring the filing of 
unnecessary or duplicative information. To aid persons 
commenting on the proposed form, a chart is attached 
showing the origin of each item in the revised form. 


In essence, the present EDP attachment is proposed to 
be substituted for the current form. The narrative 
reporting section of the present form has been 
eliminated and some of the information which 
presently appears in the narrative section of Form N-1R 
which could not easily be placed in computerized 
format will be required in registration statements on 
Form N-1 or N-2. Narrative answers to revised Form 
N-1R items are to be made only as exhibits in 
circumstances in which the answer to the 
computerized item indicates a possible regulatory 
problem or a situation that needs more explanation. 


One set of audited financial statements of a registrant, 
filed with the registration statements or amendments 
thereto, would satisfy the requirements of Forms N-1 
and N-2 and the requirements of revised Form N-1R. In 
responding to items in the N-1R, registrants would be 
free to incorporate by reference any information 
contained in the registration statements. 


Revised Form N-1R is a blank form to be filled in by the 
registrant similar to the current EDP Attachment and 
consists of one part filed by all management 
investment companies. A separate instruction book 
will be supplied with the form. As proposed, the 
revised form substantially eliminates the current 
public-nonpublic format of Form N-1R. Only the 
information required by Item 69 of revised Form N-1R 
concerning identification of the ten dealers selling the 
largest number of shares of a registrant could be 
withheld as being nonpublic under Rule 45a-1 [17 CFR 
270.45a-1]. The Commission believes that this 
approach is consistent with the recent amendments of 
the Freedom of Information Act, as reflected in the 
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Commission’s Rules on Information and Requests [17 
CFR Subpart D, 200.80).* 


As part of its revision of Form N-1R, the Commission 
is proposing that Rule 30a-1 [17 CFR 270.30a-1] under 
the 1940 Act be amended to reduce the filing deadline 
for Form N-1R from the present 120 days after the close 
of the fiscal year to 90 days after the close of the fiscal 
year (Investment Company Act Release No. 9783). A 
reduction in the filing deadline will enable the staff to 
utilize the information furnished in Form N-1R in 
reviewing the annual amendments to the registration 
statement to be filed by management investment 
companies. Under the current system, annual reports 
for most open-end companies are filed after clearance 
of post-effective amendments and thus cannot be used 
by the staff in their examination of the registration 
statement or amendments thereto. 


COSTS AND BENEFITS 


The proposed forms released for public comment at 
this time constitute the cornerstone of an integrated 
filing system for management investment companies. 
Although implementation of an integrated investment 
company reporting system will initially result in 
additional costs to both the Commission and the 
investment company industry, the Commission 
believes that the benefits of such a system to the 
Commission, the industry and the investor will in the 
long run far exceed those additional costs. However, 
the Commission is seeking comment on this point, 
particularly on the costs to those companies affected. 


From the viewpoint of the Commission, adoption of an 
integrated system will significantly reduce the 
paperwork which must be reviewed and processed. 


Adoption of an integrated system should also benefit 
the investment company industry. Once the industry 
becomes accustomed to operating under the integrated 





4Paragraph (b)(3)(i) of §200.80 provides in part that the 
Commission may withhold as nonpublic information 
contained in any report filed with the Commission 
which is entitled to confidential treatment by operation 
of the provisions of Rule 45a-1 under the 1940 Act. 
Rule 45a-1 provides for confidential treatment of the 
names and addresses of dealers to or through whom 
principal underwriters of registered investment 
companies are currently offering securities which are 
required to be furnished with periodic reports filed 
pursuant to Section 30(a) of the 1940 Act. Instructions 
to revised Form N-1R state that the information 
required by Item 69 will be nonpublic. However, the 
staff is considering whether it should recommend the 
repeal of Rule 45a-1, and comments are invited on this 
matter. 
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system, the costs of preparing the forms and reports 
required to be filed should be significantly reduce 
While investment companies will be required under t 
proposed integrated reporting system to update 
annually their registration statements, this require- 
ment should impose little added burden on most 
open-end companies, and the additional requirements 
imposed on closed-end companies should prove 
minimal since they will only have to report in the 
annual amendment changes which have occurred in 
their operations. The industry also should benefit from 
having to submit only one form of annual report (a 
computerized document) rather than the current 
narrative Form N-1R and computerized EDP 
Attachment. 


Adoption of the proposed integrated investment 
company reporting should also benefit the investing 
public by improving the quality and readability of 
information disclosed. Requiring all management 
investment companies to update annually their 
registration statements will help assure the accurate, 
up-to-date information is available to the investing 
public. Moreover, we believe that the substantive 
changes proposed to be made in investment company 
prospectuses will improve their utility to investors. 
Elimination of excess verbiage and “legalese” from 
investment company prospectuses together with 


requiring a synopsis in the forepart of the prospectu i 


should make the prospectus a more useful documen 
to investors. 


Prior to implementation of the proposals contained 
herein, the Commission may propose other 
amendments to the registration statement forms and 
annual report form currently in use by registered 
management investment companies. It is anticipated 
that any such amendments which are adopted will be 
incorporated into the proposed Forms N-1, N-2 or 
revised Form N-1R, whichever is applicable. 


In consideration of the above, it is proposed to amend 
and revise the following sections of Chapter Il, Title 17 
of the Code of Federal Regulations, under the 
Investment Company Act of 1940: 


A. §274.10. Revised Form N-8A, for notification of 
registration. [By amending (1) the facing sheet of Form 
N-8A; (2) revising and renumbering general 
instructions 1 through 4 and adding new general 
instructions 3 and 6 to Form N-8A; (3) revising and 
renumbering items 1, 2, 3, 4, 5, 6, 7, 8, 11 and 13 to 
Form N-8A; (4) deleting items 9, 10 and 12 of Form 
N-8A; (5) adding new items 9, 10, and 11 to Form N-8A; 
and (6) revising the signature page. The test of the 
proposed form is attached.] 





B. §274.11. Form N-1, registration statement x) 


open-end management investment companies. 

















Form N-1 shall be used as the registration statement to 
oe filed pursuant to Section 8(b) of the Investment 

ompany Act of 1940, by open-end management 
investment companies other than companies which 
issue periodic payment plan certificates or which are 
sponsors or depositors of companies issuing such 
certificates. This form also shall be used for the 
registration statement under the Securities Act of 1933 
by open-end management investment companies. 


C. §274.11a-1. Form N-2, registration statement of 
closed-end management investment companies. 


This form shall be used as the registration statement to 
be filed, pursuant to Section 8(b) of the Investment 
Company Act of 1940, by closed-end management 
investment companies other than companies which 
issue periodic payment plan certificates or which are 
sponsors or depositors of companies issuing such 
certificates. This form also shall be used for the 
registration statement under the Securities Act of 1933 
by closed-end management investment companies. 


[It is proposed that §274.11 Form N-8B-1, be 
rescinded. The text of proposed Forms N-1 and N-2 is 
attached] 


6. §274.101. Form N-1R, revised annual report of 
registered management investment companies under 
the Investment Company Act of 1940 and the Securities 
Exchange Act of 1934. 


[By amending (1) the facing sheet of Form N-1R; (2) 
deleting all general instructions to Form N-1R; (3) 
deleting Items 1.01 through 1.33 of Form N-1R and the 
instructions thereto; deleting Part Il of Form N-1R, 
including the deletion of items 2.01 through 2.32 and 
the instructions thereto; (4) deleting the EDP 
Attachment for Form N-1R of registered open-end 
management investment‘companies; (5) deleting the 
EDP Attachment for Form N-1R_ of registered 
closed-end management investment companies; (6) 
adding EDP items 1 through 68 to Form N-1R; (7) 
adding EDP item 69 (which will receive confidential 
treatment) to Form N-1R; (8) adding items 70 through 
72 to Form N-1R; and (9) removing all instructions to 
the items of Form N-1R and enclosing new instructions 
in a separate instruction book. 


It is proposed that the narrative public and non-public 
N-1R forms, including EDP attachments, be rescinded. 
The test of the proposed revised Form N-1R and the 
proposed instruction booklet are attached. ] 


i §274.101a-1 and §274.101a-2 would be deleted. 


* . * * * 


Further, in consideration of the proposals contained 
herein, it is proposed to amend and revise the 
following sections of Chapter II, Title 17 of the Code of 
Federal Regulations under the Securities Act of 1933: 


A. §239.14, Form N-2 for closed-end management 
investment companies registered on Form N-8A. 


Form N-2 shall be used for registration under the 
Securities Act of 1933 of securities of all closed-end 
management investment companies registered under 
the Investment Company Act of 1940 on Form N-8A 


(§274.10 of this chapter). This form is also to be used 
for the registration statement of such companies 
pursuant to Section 8(b) of the Investment Company 
Act of 1940 (§274.11a-1 of this chapter). This form is 
not applicable for small business investment 
companies which register pursuant to §239.24 and 
§274.5 of this chapter. 


B. §239.15, Form N-1 for open-end management 
investment companies registered on Form N-8A. 


Form N-1 shall be used for the registration under the 
Securities Act of 1933 of securities of all open-end 
management investment companies registered under 
the Investment Company Act of 1940 on Form N-8A 
(§274.10 of this chapter). This form is also to be used 
for the registration statement of such companies 
pursuant to Section 8(b) of the Investment Company 
Act of 1940 (§274.11 of this chapter). This form is not 
applicable for small business investment companies 
which register pursuant to §239.24 and §274.5 of this 
chapter. 


[It is proposed that Forms S-4 and S-5 be rescinded. 
The text of proposed Forms N-1 and N-2 are attached.] 


STATUTORY BASIS 


The proposed forms N-8A, N-1, N-2 and N-1R and rule 
8b-16 would be promulgated pursuant to the provisions 
of Sections 7 and 10 of the Securities Act of 1933 [15 
U.S.C. 77g and 77j] and Sections 8 and 30 of the 
Investment Company Act of 1940 [15 U.S.C. 80a-8, 
80a-29]. 


All interested persons are invited to submit their 
written views and comments on the foregoing areas 
and on any other issues which might affect the use of 
revised Forms N-8A and N-1R or proposed Forms N-1 
and N-2. These comments should be sent, in triplicate, 
to George A. Fitzsimmons, Secretary, Securities and 
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Exchange Commission, Washington, D.C. 20549, on or vee 
before August 15, 1977. Such communications should ; George A. Fitzsimmons 





refer to File No. S7-697 and will be available for public Secretary 9 


inspection at the Commission’s Public Reference 
Room, Room 6101, 1100 L Street, N.W., Washington, May 31, 1977 
D.C. 





By the Commission. 





ATTACHMENTS 





SECURITIES AND EXCHANGE COMMISSION 
Washington, D. C. 20549 


FORM N-8A 


NOTIFICATION OF REGISTRATION 
FILED PURSUANT TO SECTION 8(a) OF THE 
INVESTMENT COMPANY ACT OF 1940 


The undersigned investment company hereby notifies the Securities and Exchange Commission that it registers under and 
pursuant to the provisions of Section 8(a) of the Investment Company Act of 1940 and in connection with such notifica- 
tion of registration submits the following information: 


Name:* 3 





Address of Principal Business Office (No. & Street, City, State Zip Code): 





Telephone Number (including area code): 





Name and address of agent for service of process: 








Check Appropriate Box: 


Registrant is filing a Registration Statement pursuant to Section 8(b) of the Investment Company Act of 1940 concur- 
rently with the filing of Form N-8A: YES O** NO O 





*See footnote 1 to Item 1. 
**See Instructions 4(b) and 4(f) 
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INSTRUCTIONS FOR FORM N-8A 


Read instructions carefully before preparing the notification of registration. A notification of registration will not be 
deemed acceptable as the notification of registration filed pursuant to Section 8(a) of the Investment Company Act of 
1940 (‘‘Act’’) unless it is prepared, executed and filed substantially in accordance with these instructions. 


2 


Rule as to use of form: 


This form shall be used as the notification of registration filed with the Commission pursuant to Section 8(a) of the 
Act. 


The registrant: 
As used in this form the word “‘registrant’’ means the investment company filing the notification of registration. 
Each investment company should file a separate notification of registration. 


For the purpose of the Act unincorporated investment organizations, such as trusts, funds, or any organized groups 
of persons, are regarded as distinct entities. In such cases it is the trust, the fund or other unincorporated entity 
which is the “registrant.’’ Each such trust, fund or other unincorporated entity must file an individual notification of 
registration. This is true even though such entities have been created under and pursuant to the same indenture of 
trust or contract of custodianship, or have the same corporate trustee, investment adviser, manager, depositor, or 
distributor of their securities. 


Attention is further directed to the fact that a trust or other form of organization which issues periodic payment plan 
certificates and the assets of which are securities issued by an investment company is itself an investment company, 
and as such must file a notification of registration independent of that of the investment company the securities of 
which constitute its assets. , 


Application of General Rules and Regulations: 


The general Rules and Regulations under the Act contain certain general requirements which are applicable to regis- 
tration on any form. These general requirements should be carefully read.and observed in the preparation and filing 
of a notification of registration on this form. Particular attention is directed to Regulation 8B which sets forth gen- 
eral requirements regarding matters such as the kind and size of paper to be used. 


Preparation of form of notification of registration: 


(a) This form is not to be used as a blank form to be filled in, but only as a guide in the preparation of the 
notification of registration on paper meeting the requirements of Rule 8b-12. The notification of registration 
shall contain the item numbers and the test of the items. 


(b) If registrant is filing a registration statement as required by Section 8(b) of the Act concurrently with the filing 
of notification of registration, registrant need furnish only the information requested on the cover page and sign 
the form to effect registration. Otherwise, every item and subdivision of the form is to be answered fully and 
accurately. If an item or subdivision is not applicable to the registrant, indicate that fact by giving the answer 
“NOT APPLICABLE.” 


(c) Every item is to be answered as of the date the form is prepared, unless the context clearly indicated the 
contrary. 


(d) All answers are to be typewritten or printed in ink. The reply should be centered on the page so that a margin 
will appear on both sides of the reply. 


(e) Names shall be given in full. Initials or abbreviations will not suffice. 
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(f) Signature. 


An original and three copies of each notification of registration shall be filed. The three copies of the wore 
tion of registration may have facsimile or typed signatures. If the registrant is an investment company having a 
board of directors, the original notification of registration shall be signed on behalf of the registrant by a direc- 
tor, officer or trustee. If the registrant has some other form of organization, such as a trust administered by a 
corporate trustee, a fund, etc., the original notification of registration shall be signed on behalf of the registrant 

by an officer or director of its sponsor. If no sponsor exists or is at present functioning with reference to the 
registrant, the signature may be made on behalf of the registrant by an officer or director of the trustee or 
custodian. 


If registrant is concurrently filing a registration statement as required by Section 8(b) under the Act, the signa- 
ture, which should conform to the appropriate form of signature shown on the final page of the form, may be 
placed on the cover page. 


(g) Filing. 


The notification of registration and all inquiries and communications with respect thereto shall be forwarded to 
the Securities and Exchange Commission, Washington, D. C. 20549. 


(h) Fee. 
There is no fee charged for filing the notification of registration. 
(i) Specific instructions with respect to {tem 5(b) of the notification of registration. 


The determination of whether or not a company is a ‘‘diversified company” or a “‘non-diversified company” 
involves an evaluation of registrant's portfolio securities in relation to the value of its assets. Attention is direct- 

ed to the definition of value in Section 2(a)(41) of the Act which provides, generally speaking, that velcro 
for this purpose are to be taken as of the last preceding fiscal quarter except in respect of securities and oth 
assets acquired since such quarter. 


The Commission recognizes that registrant, on the date of preparation of the notification of registration, may 
not be able to determine its classification with accuracy and that an estimate may have to be made. If such an 
estimate proves to be erroneous, the registrant, as promptly as possible, should file an amendment to its noti- 
fication of registration stating its correct classification. 


Registration by an investment company in any classification in no sense constitutes a determination by the 
Securities and Exchange Commission that registrant is actually entitled to such classification under the Act. 


Attention is further called to the provisions of Section 13 of the Act to the effect that no registered diversified 
investment company may change from a diversified to a non-diversified company without a majority vote of its 
shareholders. 

Definitions: ' 


All words and terms used in the form for notification of registration have the same meaning as in the Act. A list of 
these terms and the sections of the Act in which they are defined as follows: 


“closed-end company” Section 5(a) (2) 
“company” Section 2(a)(8) 
“diversified company” Section 5(b)(1) 
“‘face-amount certificate company” Section 2(a)(13) 
“investment adviser’ Section 2(a) (20) 
“investment company” Section 3(a) 
“management company” Section 4(3) 
“non-diversified company” Section 5(b)(2) 
“open-end company” Section 5(a)(1) 
“security” Section 2(a) (32) 
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“short-term paper’ Section 2(a) (38) 


“underwriter” Section 2(a) (40) 
“unit investment trust’’ Section 4(2) 

“value” Section 2(a)(41) 
“voting security” Section 2(a) (42) 


In addition the following definitions apply: The term “director” is defined in Section 2(a)(12) of the Act. In general 
the term includes only directors of a corporation, trustees of a common law trust who are natural persons, and 
natural persons performing similar functions with respect to any organization whether incorporated or unincorp- 
orated such as a board of directors or managers of a joint stock company or association. 


The term ‘‘sponsor’’ means the depositor or manager of an investment company not having a board of directors as 
defined above. 


Failure to file a registration statement required by Section 8(b) of the Act: 


Registrant’s attention is directed to Rule 8b-5 promulgated under Section 8(b) of the Act. Rule 8b-5 provides that an 
investmemt company shall file a registration statement with the Commission within three months after the filing of 
notification of registration under Section 8(a) of the Act. In addition, the rule provides that if the fiscal year of such 
company ends within the three—month period, its registration statement may be filed within three months after the 
end of such fiscal year. Unless an application for an extension of time pursuant to Rule 8b-25 is granted, a regis- 
trant’s failure to comply with Section 8(b) and Rule 8b-5 thereunder may result in immediate Commission action 
either to revoke registration under the Act pursuant to Section 8(e) or to institute deregistration proceedings on its 
own motion pursuant to Section 8(f) of the Act. 


When any registrant (1) indicates in Item 9(e) that its outstanding securities are held by less than 100 beneficial 
owners, (2) fails to comply with Rule 8b-5, and (3) fails to file a registration statement under the Securities Act of 
1933 with respect to a proposed public offering within 90 days after the filing of Form N-8A or has withdrawn any 
such registration statement filed within such 90-day period, the Commission may use such information as the basis 
for a decision that such registrant has abandoned its intentions of engaging in business as an investment company. 
Such a determination may be used as a basis for a finding by the Commission that such registrant has ceased to be an 
investment company and for an order, pursuant to Section 8(f) of the Act, declaring that the registration of such 
registrant shall cease to be in effect. 
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FORM N-8A 


In addition to completing the cover page, a registrant must complete the following items unless it has indicated on x | 
cover page that it is filing the registration statement required pursuant to Section 8(b) of the Investment Company Act of 
1940 concurrently with the filing of Form N-8A: 


Item 1. Exact name of registrant.! 


Item 2. Name of state under the laws of which registrant was organized or created and the date of such organization or 
creation. 


Item 3. Form of organization of registrant (for example, corporation, partnership, trust, joint stock company, 
association, fund). 


Item 4. Classification of registrant (face-amount certificate company, unit investment trust, or management company). 
Item 5. If registrant is a management company: 
(a) state whether registrant is a ‘“‘closed-end’’ company or an “‘open-end”’ company; 


(b) state whether registrant is registering as a ‘‘diversified’’ company or a ‘‘non-diversified’’ company (read 
Instruction 4/i) carefully before replying). 


Item 6. Name and address of each investment adviser of registrant.” 


Item 7. If registrant is an investment company having a board of directors, state the name and address of each officer and 
director of registrant.° 


Item 8. If registrant is an unincorporated investment company not having a board of directors: * 
(a) state the name and address of each sponsor of registrant; 
(b) state the name and address of each officer and director of each sponsor of registrant; 
(c) state the name and address of each trustee and each custodian of registrant. 
Item 9. (a) State whether registrant is currently issuing and offering its securities directly to the public (yes or no). 
(b) If registrant is currently issuing and offering its securities to the public through an underwriter, state 


the name and address of such underwriter. 


(c) If the answer to Item Q9(a) is ‘no’ and the answer to Item 9(b) is ‘‘not applicable,’’ state whether 
registrant presently proposes to make a public offering of its securities (yes or no). 





'Section 35(d) of the Act should be considered in connection with the registrant’s name, as should the following: (a) a 
review of the current List of Companies Registered under the Investment Company Act of 1940, published by the Com- 
mission, to ascertain if the name is similar to that of any existing company; and (b) if the corporate name implies a partic- 
ular investment medium, industry emphasis or objective, the investment policy should be consistent with the name. 


21f registrant has a sub-adviser, the name and address of each such sub-adviser should be included in the response = 





this item. 


520/SEC DOCKET 














(d) State whether registrant has any securities currently issued and outstanding (yes or no). 


(e) If the answer to Item Q(d) is ‘‘yes,”’ state as of a date not to exceed ten days prior to the filing of this 
notification of registration the number of beneficial owners of registrant’s outstanding securities (other 
than short-term paper) and the name of any company owning 10 percent or more of registrant's 
outstanding voting securities. 


Item 10. State the current value of registrant's total assets. 


Item 11. State whether registrant has applied or intends to apply for a license to operate as a small business investment 
company under the Small Business Investment Act of 1958 (yes or no). 


Item 12. Attach as an exhibit a copy of the registrant's last regular periodic report to its security holders, if any. 


SIGNATURES 


1. Form of signature if registrant is an investment company having a board of directors: 


Pursuant to the requirements of the Investment Company Act of 1940, the registrant has caused this notification of 


registration to be duly signed on its behalf in the city of and state of 


on the 


[SEAL] 


Attest: 





day of 19 





Signature 





(Name of Registrant) 


BY 





(Name of director, trustee or officer signing on behalf 
of Registrant) 





(Name) 





(Title) 
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2. Form of signature if registrant is an unincorporated investment company not having a board of directors. 





Pursuant to the requirements of the Investment Company Act of 1940 the of tr 





(sponsor, trustee or custodian) 


registrant caused this notification of registration to be duly signed on behalf of the registrant in the city o 


and the state of 


on the day of 








19 





[SEAL] Signature 


BY 


BY 


Attest: 





(Name) 











(Name of Registrant) 





(Name of sponsor, trustee or custodian) 





(Name of officer of sponsor, trustee or custodian) 


a 





(Title) 
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[ ) SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 20549 




















FORM N-1 

REGISTRATION STATEMENT UNDER THE SECURITIES ACT OF 1933 O 

Pre-Effective Amendment No. O 

Post-Effective Amendment No. O 

and/or 

REGISTRATION STATEMENT UNDER THE INVESTMENT COMPANY ACT OF 1940 

Amendment No. 

(Check appropriate box or boxes) 
P (Exact Name of Registrant as Specified in Charter) 
@ 
(Address of Principal Executive Offices) (Zip Code) 
Registrant’s Telephone Number, including Area Code 
(Name and Address of Agent for Service) 
Approximate Date of Proposed Public Offering 
CALCULATION OF REGISTRATION FEE UNDER THE SECURITIES ACT OF 1933 
Proposed Proposed 

Title of Maximum Maximum 
Securities Amount Offering Aggregate Amount of 
Being Being Price per Offering Registration 
Registered Registered Unit Price Fee 








If the Registration Statement or an amendment thereto is being filed under only one of the Acts, reference to the other 
Act should be omitted from the facing sheet. The ‘Approximate Date of Proposed Public Offering’ and the table show- 


ing the calculation of the registration fee under the Securities Act of 1933 should be included only where shares are being 
registered under the Securities Act of 1933. 
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CONTENTS OF FORM N-1 
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e. INSTRUCTIONS 


A. Rule as to Use of Form N-1 


Form N-1 shall be used by open-end management investment companies for filing (1) an initial Registration 
Statement required by Section 8(b) of the Investment Company Act of 1940 (1940 Act’), (2) an annual 
amendment to a 1940 Act Registration Statement required by Rule 8b-16 [17 CFR 240.8b-16] under the 1940 Act, 
(3) a Registration Statement required under the Securities Act of 1933 (“1933 Act’’) and any amendments thereto, 
or (4) any combination of the above 1940 Act and 1933 Act filings. 


B. Registration Fees 


Section 6(b) of the 1933 Act and Rule 457 [17 CFR 230.457] thereunder set forth the fee requirements under the 
1933 Act. Rule 8b-6 [17 CFR 240.8b-6] under the 1940 Act sets forth the fee requirements for filing an initial 
Registration Statement under that Act. The 1940 Act fee is in addition to the fee required to be paid under the 1933 
Act. 


C. Application of General Rules and Regulations 


If the Registration Statement is being filed under both Acts or under only the 1933 Act, the General Rules and 
Regulations under the 1933 Act, particularly those comprising Regulation C [17 CFR 230.400-494] , shall apply, and 
compliance therewith will be deemed compliance with the corresponding Rules pertaining to Registration Statements 
under the 1940 Act. However, if the Registration Statement is being filed under only the 1940 Act, the General 
Rules and Regulations under that Act, particularly those comprising Regulation 8B [17 CFR 240.8b-1 to 8b-32], 
shall apply, except as noted in General Instruction D below. 


@. Amendments 


1. Attention is specifically directed to Rule 8b-16 [17 CFR 240.8b-16] under the 1940 Act which requires annual 
amendments of Registration Statements filed pursuant to Section 8(b) of the 1940 Act. Where Form N-1 has 
been used to file a Registration Statement under both the 1933 and 1940 Acts, any amendments of that 
Registration Statement shall be deemed to be filed under both Acts unless otherwise indicated on the facing 
sheet. Irrespective of the purpose for which an amendment is filed, the number of copies of amendments 
specified in Rule 472 [17 CFR 230.472] under the 1933 Act shall be filed with the Commission. 


E. Incorporation by Reference 


Attention is directed to Rule 24 of the Commission’s Rules of Practice [17 CFR 201.24] . The rules under both the 
1933 Act and the 1940 Act are subject to the limitations of Rule 24, Since the provisions of Rule 24 may be 
amended from time to time, Registrants are advised to review the Rule as in effect at the time the Registration 
Statement is filed prior to incorporating by reference any document as an exhibit to such Registration Statement. 


F. Documents Comprising Registration Statement or Amendment 


PAK Registration Statement or an amendment thereto filed under both the 1933 and 1940 Acts shall consist of 
the facing sheet of the Form, Part |, Part II, required signatures, and all other documents which are required or 
which the Registrant may file as a part of the Registration Statement. 


2. Except for an amendment to a 1933 Act Registration Statement filed pursuant to the provisions of Section 
24(e) of the 1940 Act, a Registration Statement or an amendment thereto which is filed under only the 1933 
Act shall contain all the information and documents specified in paragraph 1 of this Instruction F. 


@ 3. An amendment to a 1933 Act Registration Statement filed pursuant to the provisions of Section 24(e) of the 


1940 Act to register additional securities shall consist of the facing sheet of the Form, required signatures, and 
an opinion and consent of counsel as to the legality of the securities being registered. 
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A Registration Statement or an amendment thereto which is filed under only the 1940 Act shall consist of the 
facing sheet of the Form, responses to all Items of Part | except Items 1, 2 and 3 thereof, responses to all ten ) 
of Part Il except Item 8, required signatures, and all other documents which are required or which thy 
Registrant may file as part of the Registration Statement. 


G. Preparation of the Registration Statement or Amendment 


1. 


Instructions for Part | (‘Prospectus’’) where Form N-1 is filed under both the 1933 and 1940 Acts or only 
under the 1933 Act: 


a. The purpose of the prospectus is to inform investors. Hence, the information set forth in the prospectus 
must be presented in a clear, concise, understandable fashion. The prospectus should contain the 
information called for by Part | of the Form, except that no reference need be made to inapplicable Items. 
Except for Items 1, 2 and 3 of Part |, the information required by the Items need not be set forth in the 
prospectus in the same order in which the Items appear in this Form. 


b. Where it is necessary or desirable to call attention to information duplicated elsewhere in the prospectus, 
appropriate cross-references should be used. 


c. The cross-reference sheet required by Rule 404(c) [17 CFR 230.404(c)] under the 1933 Act shall show 
the location in the prospectus of the information called for by the Items in Part |. 


d. ‘Item 3, “Condensed Financial Information,”” should not be further back in the prospectus than the fifth 
page thereof and should not be preceded by any other chart or table. In addition, the information required 
by Item 6 must be presented immediately following the information required by Item 3. 


Instructions for Part | where Form N-1 is filed only under Section 8(b) of the 1940 Act: 


a. Registrant need not complete Items 1, 2, or 3; 3 
b. The numbers and captions of the items contained in Part | shall precede each response. Unless otherwise 
indicated, inapplicable items may not be omitted. 


Instructions for Part I! for all Registrants: 
a. If the filing is only under the 1940 Act, Item 8 need not be completed. 


b. The numbers and captions of the items contained in Part Il should precede each response. Unless 
otherwise indicated, inapplicable items may not be omitted. 


Instructions for charts, graphs, tables and sales literature: 

a. A Registration Statement on this Form may include any chart, graph or table not inconsistent with the 
Statement of Policy of the Commission Relating to Advertising and Sales Literature Used in the Sale of 
Investment Company Shares [20 F.R. 793, January 31, 1955, as amended 22 F.R. 8977, November 5, 
1957] ; however, no chart, graph or table should precede the condensed financial information specified in 
Item 3. 


b. The prospectus should not be presented in fold-out or road-map fashion. The use of colored print or pages 
is not objectionable so long as it does not detract from the prospectus presentation. Pictures of 
management may be used. Type size requirements, which are the minimum acceptable standard, are 
specified in Rule 420 [17 CFR 230.420] under the Securities Act. 


c. If “sales literature’’ is included in the prospectuses, issuers should be aware of the following: (1) sales 
literature should not be of such quantity as to overly lengthen the prospectus, and it should not be so 
placed as to obscure essential disclosure; (2) sales literature included in prospectuses is subject to and must 
comply with the Commission’s Statement of Policy referred to in paragraph a. of this Instruction; and {3) 
members of the National Association of Securities Dealers are not relieved of the filing and othe 
requirements of the NASD with respect to investment company sales literature. (See Securities Act of 
1933 Release No. 5359 dated March 19, 1973) [38 F.R. 7220]. 
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Part |. INFORMATION REQUIRED IN PROSPECTUS OR REGISTRATION STATEMENT 


Item 1. 


Item 2. 


Cover Page (Prospectus only) 


Every prospectus of an open-end management investment company utilized to offer securities to the public 
shall include an outside front cover page containing on/y the following items of information: 


(a) 
(b) 
(c) 
(d) 
(e) 


(f) 


the name, address and telephone number of the Registrant, and the investment objective(s); 

the date of the prospectus; 

the statement required by Rule 425 [17CFR 230.425] under the 1933 Act; 

a statement advising investors to read and retain the prospectus for future reference; 

at the discretion of the Registrant, such legend, logo-type, pictures, or other attention-getting devices 
not prohibited for use by investment companies in the Statement of Policy of the Commission 
Relating to Advertising and Sales Literature Used in the Sale of Investment Company Shares [20 F.R. 
793, January 31, 1955, as amended 22 F.R. 8977, November 5, 1957]; and 


such other items of information as required by Rules of the Commission or of any other 
governmental authority having jurisdiction over the Registrant or the issuance of its securities. 


Synopsis (Prospectus only) 


Immediately following the cover page and the table of contents required by Rule 421 [17 CFR 230.421] 
under the 1933 Act, set forth under an appropriate caption (and sub-captions if appropriate) in a carefully 
organized series of concise paragraphs a synopsis or summary of the contents of the prospectus highlighting 
the salient features of the offering and the Registrant with appropriate cross-references to detailed 
disclosures elsewhere in the prospectus. Such synopsis must precede any data furnished in response to Item 
3 hereof. The synopsis must include: 


(a) 
(b) 
(c) 


(d) 
(e) 
(f) 


(g) 


(h) 


(i) 


the class of capital stock or other securities being offered for sale; 

the names of each investment adviser and principal underwriter of the Registrant; 

a statement of the maximum sales load as a percentage of the net amount invested, a statement of 
the maximum sales load as a percentage of the offering price, and a statement indicating whether 
there are provisions for reduced sales charges; 

the minimum initial and subsequent investment required, if any; 

a brief description of the Registrant’s investment objectives; 

a statement as to whether Registrant proposes:to oeprate as an open-end diversified or an open-end 
non-diversified investment company; if non-diversified, cross-reference to the textual discussion which 


describes any risks involved; 


the nature of the business of the adviser and its experience in providing advice to investment 
companies; and the contractual rate and payment schedule of the investment advisory fee; 


the redemption or repurchase price including any special factors, such as automatic redemption and 
any redemption or repurchase fees; if a secondary market is known to exist, this fact should be 
disclosed with pertinent details; 


the principal risk or speculative factors; these factors may be due to such matters as an absence of an 
operating history of the Registrant or the nature of the business in which Registrant engages or 
proposes to engage; 
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(j) any other material or unusual feature that Registrant wants to highlight (for example, importan 
affirmative investment policies or potential conflicts between the Registrant and other entities). 





Ty) 


(a) Furnish within the first five pages of the Registration Statement the following information for the 
Registrant, or for the Registrant and its subsidiaries consolidated as prescribed in Rule 6-02 [17CFR 
210.6-02] of Regulation S-X: 





Item 3. Condensed Financial Information 


PER SHARE INCOME AND CAPITAL CHANGES 
(for a share outstanding throughout the year) 


1. investment income; 

2. expenses; 

3. net investment income; 

4. dividends from net investment income; 

5. net realized and unrealized profits (losses) on securities; 
6. distributions from net realized profits on securities; 

7. net increase (decrease) in net asset value; 

8. net asset value at beginning of period; 


9. net asset value at end of period; 4 « 


RATIOS 
10. expenses to average net assets; 
11. net investment income to average net assets; 
12. portfolio turnover rate; 
13. number of shares outstanding at end of period. 
Instructions: 

1. The information shall be presented in comparative columnar form for each of the last ten fiscal 
years of the Registrant (or for the life of the Registrant and its immediate predecessors, if less) 
but only for periods subsequent to the effective date of Registrant’s first 1933 Act Registration 
Statement. In addition, the information shall be presented for the period between the end of 
the latest fiscal year and the date of the latest balance sheet or statement of assets and 
liabilities furnished. 

2. Per share amounts shall be given at least to the nearest cent. If the computation of the offering 
price is extended to tenths of a cent or more, then the amounts on the table shall be given in 


tenths of a cent. 


3. Appropriate adjustments shall be made and indicated in a footnote to reflect any stock split-up 
or stock dividend during the period. 





4. If the investment adviser has been changed during the period covered by this Item, the date(s) 
of such change(s) should be shown in a footnote. 


528/SEC DOCKET 














11. 


12. 


The condensed financial information shall be audited. 


The amount to be shown at caption 3 is derived by adding (deducting) the increase (decrease) 
per share in undistributed net income for the year to dividends from net investment income per 
share for the year (caption 4). Such increase (decrease) may be derived from a comparison of 
the per-share figures obtained by dividing the undistributed net income at the beginning and 
end of the year by the number of shares outstanding on those respective dates. (Any other 
acceptable method should be explained in a footnote to this table.) The amounts to be shown 
at captions 1 and 2 are derived by applying to the net investment income on a per-share basis 
the ratio of such items, as shown in the financial statements prepared under Rule 6-04 [17 
CFR 210.6-04] of Regulation S-X, to the net income as shown in such statements. 


“Expenses,” as used in caption 2 above, include the expenses described in captions 2 and 3 of 
Rule 6-04 [17CFR 210.6-04] of Regulation S-X. If there were income deductions such as those 
described in captions 4 and 6 of that Rule, compute the per-share amounts thereof and state 
them separately immediately after caption 2 above. 


The amount to be shown at caption 5, while mathematically determinable by the summation of 
amounts computed for as many periods during the year as shares were sold or repurchased 
(which could be as often as twice daily) is also the balancing figure derived from the other 
figures in the statement and should be so computed. The amount shown at this caption for a 
share outstanding throughout the year may not accord with the change in the aggregate gains 
and losses in the portfolio securities for the year because of the timing of sales and repurchase 
of Registrant’s shares in relation to fluctuating market values for the portfolio. 


Distributions not exceeding the capital gains computed on the Federal tax basis may be treated 
as distributions from net realized profits on securities for purposes of the above table, even 
though they exceed such profits on a book basis. 


If any distributions were made from capital sources other than net realized profits on securities, 
state the per share amounts thereof separately immediately below caption 6. In a footnote 
indicate the nature of such distributions. 


The ‘‘average net assets,”” as used in captions 10 and 11 shall be computed upon the basis of 
the value of the net assets determined no less frequently than as of the end of each month, 
except that the average value of securities for which market quotations are not available may be 
based upon the value of such securities as of the end of the preceding quarter. 


The portfolio turnover rate to be shown at caption 12 shall be calculated in accordance with 
the following instructions: 


(a) The rate of portfolio turnover shall be calculated by dividing (A) the lesser of purchases 
or sales of portfolio securities for the particular fiscal year by (B) the monthly average of 
the value of the portfolio securities owned by the Registrant during the particular fiscal 
year. Such monthly average shall be calculated by totaling the values of the portfolio 
securities as of the beginning and end of the first month of the particular fiscal year and 
as of the end of each of the succeeding eleven months, and dividing the sum by 13, 
except that the average value of securities for which market quotations are not available 
may be based upon the value of such securities as of the end of the preceding fiscal 
quarter. 


(b) For the purposes of this Item, there shall be excluded from both the numerator and the 
demoninator all U.S. Government securities (short-term and long-term) and all other 
securities whose maturities at the time of acquisition were one year or less. Purchases 
shall include any cash paid upon the conversion of one portfolio security into another. 
Purchases shall also include the cost of rights or warrants purchased. Sales shall include 
the net proceeds of the sale of rights or warrants. Sales shall also include the net proceeds 
of redemptions of portfolio securities by call or maturity. 
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(b) 


(c) If during the fiscal year the Registrant acquired the assets of another investment company 
or of a personal holding company in exchange for its own shares, it shall exclude from 
purchases the value of securities so acquired, and from sales all sales of such securities 
made following a purchase-of-assets transaction to realign the Registrant's portofolio. In 
such event, the Registrant shall also make appropriate adjustment in the denominator of 
the portfolio turnover computation. The Registrant shall make appropriate disclosure of 
such exclusions and adjustments in its answer to this Item. 


(d) The Registrant may make any statement or explanation with respect to any significant 
variations in the portfolio turnover rates during the three fiscal years. 


13. The number of shares outstanding at the end of each period may be shown to the nearest 
thousand (000 omitted), provided it is indicated that such has been done. 


Furnish the following information as of the end of each of the Registrant's last ten fiscal years with 
respect to each class of senior securities (including bank loans) of the Registrant. If consolidated 
statements were prepared as of any of the dates specified, the information shall be furnished on a 
consolidated basis: 





(1) (2) (3) (4) (5) 
Average Average Average 
Amount of Amount of Number of Amount of 
Debt Out- Debt Out- Registrant’s Debt per 
standing at standing Shares Out- Share dur- 
End of during the standing dur- ing the 
Year Period Period ing the Period Period 
Instructions: 
i. Instructions 1, 2 and 5 to Item 3(a) shall also apply to this paragraph. 


2. The method used to determine the averages shown above '(e.g., weighted, monthly, daily, etc.) 
shall be appropriately set forth. 


3. Column 5 is derived by dividing the amount shown in column 3 by the number shown in 
column 4. 


Item 4. General Information and History 


(a) 


(b) 


(c) 


State the date and form of organization (e.g., a corporation, unincorporated association, common law 
trust, etc.) of the Registrant and the name of the state or other sovereign power under the laws of 
which it was organized. 


If the Registrant has engaged in any business other than that of an investment company during the 
past five years, state the nature of such other business and give the approximate date on which the 
Registrant originally commenced business as an investment company. If the Registrant’s name was 
changed during the period, state its former name and the approximate date on which it was changed. 
Indicate briefly the nature and results of any bankruptcy, receivership or similar proceedings or any 
other material reorganization, readjustment or succession during the period. 


If during the past three years any affiliated person of the Registrant had any material interest, direct 
or indirect, in any transaction involving the purchase of any material amount of assets presently held 
by the Registrant or any of its subsidiaries, other than in the ordinary course of business, describe 
the interest of the affiliated person in such transaction and state the cost of such assets to the 
purchaser and to the seller. 
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Instruction: No information need be given under paragraph (c) as to the interest of any affiliated 
person in any transaction exempted from Section 17 of the 1940 Act. 


Item 5. Investment Objectives and Policies 


(a) 


(b) 


Recital of the Investment Objectives: Describe clearly the investment objective(s) of the Registrant 
and state whether such objective(s) may be changed without the vote of the holders of a majority of 
the Registrant’s outstanding voting securities. 


Instruction: \n responding to this Item, the Registrant should describe the types of securities in 
which it intends to invest and the types of securities which will constitute the major portfolio 
emphasis (for example, bonds, common stock, preferred stock and short-term obligations of 
governments, banks and corporations). In addition, if the Registrant intends to invest in something 


other than securities, this should be described. The investment objective(s) should not be inconsistent 
with the Registrant’s name. 


Recital of Fundamental Policies: Describe the policy or the proposed policy of the Registrant with 
respect to each of the following activities (“fundamental policies’) and outline the extent, if any, to 


which the Registrant has engaged in such activities during the period covered by the financial 
statements filed herewith. 


Instruction: For the purposes of this Item, the term ‘“‘fundamental.policy” is defined as any policy 
which the Registrant has deemed to be fundamental or any policy which may not be changed 
without the approval of a majority of the Registrant’s outstanding voting securities. 


(1) The issuance of senior securities: Include in this response any fundamental policy with respect 
to short sales, purchases on margin and the writing of put and call options. 


(2) The borrowing of money: Describe the fundamental policy which limits or restricts the extent 


to which the Registrant may borrow money and give the purpose for which the proceeds will 
be used. 


(3) The underwriting of securities of other issuers: Include any fundamental policy with respect to 
the acquisition of restricted securities (securities that must be registered under the Securities 
Act of 1933 before they may be offered or sold to the public). 


(4) The concentration of investments in a particular industry or group of industries: For the 
purposes of this Item concentration is deemed to mean 25 percent or more of the value of the 
Registrant’s assets invested in or proposed to be invested in a particular industry or group of 


industries. The Registrant’s name should not be inconsistent with the fundamental policy 
recited in response to this item. 


(5) Purchase or sale of real estate and real estate mortgage loans: No information need be given in 
response to this Item as to securities of companies whose investments in real estate are 
incidental to their primary line of business (i.e., banks). 


(6) Purchase or sale of commodities or commodity contracts: Describe the fundamental policy 
with respect to the power of the Registrant to engage in the purchase or sale of commodities 


and commodity contracts, including futures contracts in a contract market or other futures 
market. 


(7) The making of loans: For the purpose of this Item the term “‘loans” shall not include the 
purchase of a portion of an issue of publicly distributed bonds, debentures or other securities, 
whether or not the purchase was made upon the original issuance of the securities. However, 
the term “loan” includes the fundamental policy which permits the lending of cash or portfolio 
securities to any person and any agreement with another person which involves the acquisition 
of securities or other property by the Registrant with a concurrent agreement with such person 
to reacquire the securities or other property. 
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(c) 


(d) 


(8) Any policy not recited above in respect of matters which the Registrant deems matters of 


fundamental policy. @ 


Instruction: The Registrant may reserve freedom of action with respect to any of the foregoing 
activities but in such cases shall express definitively, in terms of a reasonable percentage of assets to 
be devoted to the particular activity, or otherwise, the maximum extent to which the Registrant 
intends to engage therein. See Release No. 167 [11 F.R. 10993] under the 1940 Act. For the 
purposes of (6) above, attention is directed to the Commodity Futures Trading Commission Act of 
1974 (P.L. 93-463, October 23, 1974). 


Recital of Investment Policies: Describe clearly the supporting investment policies, activities and 
techniques which are not deemed fundamental and which may be changed without shareholder 
approval (for example, investing for control of management or arbitrage activities). 


Instructions: 


1. In responding to this Item the Registrant should disclose the extent to which it will engage in 
and the risks inherent in each investment policy, technique and activity. 


2; State which policies, activities and techniques were not utilized by the Registrant during the 
period covered by the financial statements filed herewith. 


Portfolio Turnover: State the Registrant's policy with respect to portfolio turnover. 


Instruction: \n responding to this Item the Registrant should set forth an estimate of the annual rate 
of portfolio turnover for the current fiscal year, given the investment objectives, policies, techniques 
and activities described in response to this Item 5. 





‘ 


Item 6. Tax Status 


Item 7. 


(a) 


(b) 


(c) 


State the Registrant’s current tax status under the Internal Revenue Code [26 CFR 0-699] and indicate 
whether Registrant anticipates any change in such status. 


Instruction: The response should summarize Registrant’s tax status at the time of filing as well as its 
intention with respect to qualification as a regulated investment company under the Internal Revenue 
Code [26 CFR 0-699]. 


Under Registrant’s current tax status, describe the tax treatment accorded income dividends and capital 
gains distributions to both the Registrant and a shareholder of the Registrant. 


If not disclosed above, describe any special or unusual tax aspects of Registrant, such as taxation resulting 
from foreign investment or from status as a personal holding company, or any tax loss carry-forward to 
which Registrant may be entitled. 


Brokerage Allocation 


(a) 


If available, state for the period covered by the financial statements filed herewith: 


(1) the aggregate dollar amount of purchases and sales of the Registrant's portfolio securities, other than 


Government securities; 


(2) the aggregate dollar amount of brokerage commissions paid by the Registrant; 


(3) the aggregate dollar amount, if any, of brokerage commissions paid by the Registrant to any 


affiliated person of the Registrant and the identity of each such affiliated person and all capacities in 
which such person is affiliated with the Registrant. 
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Instructions: 


(1) If an affiliated person of the Registrant either alone or together with others is a controlling 
person of such a broker/dealer, Registrant must disclose such fact but need not supply the 
specific amount or percentage of the outstanding voting securities of that broker/dealer which is 
owned by such a controlling person. With respect to any person named in response to this Item, 


Registrant must disclose a// of the capacities in which such person is affiliated with that 
broker/dealer. 


(2) See Instruction 1 to Item 10(a) of Part | for a definition of ‘‘control.” 


(b) State whether the Registrant or its investment adviser places orders for the purchase and sale of 
Registrant’s portfolio securities. 


(c) State the factors considered by the Registrant or its investment adviser in allocating brokerage to affiliated 


and nonaffiliated brokers, and a brief description of the importance given such factors in negotiating 
brokerage commissions. 


(d) If during the fiscal year delaers who sold shares of the Registrant, or broker-dealers who furnished services 
or benefits in the form of payment of expenses or otherwise to the Registrant or to its investment adviser 
or to dealers who sold shares of the Registrant, participated in commissions or other compensation paid in 
connection with purchases and sales of portfolio securities for the Registrant, either directly in payment 
for executing purchase and sale orders, or indirectly by participating in the commissions paid to the 
brokers who executed purchase and sale orders, furnish the following information: 


(1) Describe specifically and fully the practice followed with respect to the degree of participation of 
such brokers or dealers in commissions or other compensation and the basis or bases upon which 
such participation was allocated, including the nature of the services or benefits made available to the 
Registrant, its investment adviser, or dealers who sold shares of the Registrant. Include also a clear 
statement of the practice followed with respect to the allocation of commissions or other com- 
pensation paid on portfolio transactions effected in the over-the-counter market. 


(2) State the names of and positions held, in the Registrant, investment adviser, underwriter, or other- 
wise, by the person or persons who made the determination as to the participations in commissions 
or other compensation as referred to in subparagraph (1) above. 


Instructions: 


1. Where participations in commissions or other compensation involved, in whole or in part, the 
application of a general or a specific formula or other determinant, as, for example, the relative sales 
of the Registrant’s shares, the answer should describe in detail such formula or other determinant. 


2. Describe any practice of according participations in commissions or other compensation to brokers 
or dealers on a combined basis in respect of portfolio transactions of the Registrant and other 
investment companies which have the same investment adviser or principal underwriter. 


Item 8. Pending Legal Proceedings 


With respect to any proceeding instituted by a government, or litigation in which either the 
Registrant, a principal underwriter or affiliated person of the Registrant, or an affiliated person of such 
affiliated person or such principal underwriter is a party defendant or respondent, set forth the information 
required below if the litigation or proceeding would (1) have a material adverse effect upon the Registrant or its 
assets, (2) be materially beneficial to the Registrant, and its board of directors believes that the benefit can be 
reasonably estimated and that there is a reasonable likelihood of recovery, (3) have a material adverse effect 
upon the Registrant’s investment adviser’s or underwriter’s ability to perform its contract with the Registrant or 
(4) if a governmental proceeding it is under the Investment Advisers Act of 1940, Investment Company Act of 
1940, the Securities Exchange Act of 1934 or the Securities Act of 1933: 
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Item 9. 


(a) the title of the litigation or governmental proceeding; 


(b) the name of the court in which the litigation is pending; q@ 


(c) the date on which the litigation or governmental proceeding was instituted; 
(d) the principal parties to the litigation or governmental proceeding; 
(e) concisely and as precisely as practicable the nature and likelihood of the material effect on the Registrant. 


Instruction: No information need be given with respect to any litigation against the Registrant which involves a 
claim for damages if the amount involved, exclusive of interest and costs, does not in the opinion of counsel 
exceed 5 percent of the net asset value of the Registrant. However, if any proceeding presents substantially the 
same issues as other proceedings pending or known to be contemplated, the amount involved in such other 
proceedings shall be included in computing such percentage. 


Control Persons and Principal Holders of Securities 


Furnish the following information as of a specified date no more than 90 days prior to the date of filing the 
Registration Statement or an amendment thereto. 


(a) State the name and address of each person who controls the Registrant and state the effect of such control 
on the voting rights of other security holders. As to each such control person state the percentage of the 
Registrant's voting securities owned or other basis of control. If such control person is a company, give the 
state or other sovereign power under the laws of which it was organized and list all parents of such control 
person showing the basis of control and as to each parent the percentage of-voting securities owned or 
other basis of control by its immediate parent. 


Instruction: For the purpose of this item, “‘control’’ shall mean (i) the beneficial ownership, either 
directly or through one or more controlled companies, of more than 25 percent of the voting securities of 
a company; (ii) the acknowledgement or assertion by the Registrant of the existence of control; or (iii) an 
abjudication under Section 2(a)(9) of the 1940 Act, which has become final, that control exists. 


(b) State the name, address and percentage of ownership of each person who owns of record or is known by 
the Registrant to own of record or beneficially 5 percent or more of any class of the Registrant's out- 
standing equity securities. 


Instructions: 
1. The percentages are to be calculated on the basis of the amount of securities outstanding. 


2. If securities are being registered in connection with, or pursuant to a plan of acquisition, re- 
organization, readjustment or succession, indicate, as far as practicable, the status to exist upon con- 
summation of the plan on the basis of present holdings and commitments. 


3. If to the knowledge of the Registrant or any principal underwriter of its securities, 5 percent or more 
of any class of voting securities of the Registrant are or will be held subject to any voting trust or 
other similar agreement, this fact should be disclosed. 


4. Indicate whether the securities are owned both of record and beneficially, or record only, or 
beneficially only, and show the respective percentages owned in each manner. 


(c) Show all equity securities of the Registrant owned by all officers, directors, and members of the advisory 
board of the Registrant as a group, without naming them. In any case where the amount owned by 
directors and officers as a group is less than 1 percent of the class, a statement to that effect will suffice. 
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Item 10. 


Item 11. 


Directors, Executive Officers and Advisory Board Members 


Furnish the information required by the following table as to each director and executive officer of the 
Registrant, and if Registrant has an advisory board as to each member of such board. Also state the nature of 
any family relationship between persons listed. 


(1) (2) (3) (4) 


Positions and 


Principal Offices Held with 
Name and Positions and Occupations Other Affiliated 
Business Offices with during Past Persons or Principal 
Address Registrant 5 Years Underwriters 





Instructions: 


1. For the purposes of this Item, the term “executive officer’’ means the president, vice-president, secretary 
and treasurer, and any other officers who perform policy-making functions for the Registrant. The term 
“family relationship’’ means any relationship, by blood, marriage or adoption, not more remote than first 
cousin. 


2. Show also under column (3) the principal business of any corporation or other organization in which such 
principal occupation is carried on. 


3. List under column (4) the name of each affiliated person of the Registrant, other than members of the 
advisory board, with which any officer, director or member of the advisory board is connected ininy 
Capacity and show all positions and offices held with such person. 


4. If the Registrant has an executive or investment committee, the members should be identified and there 
should be a concise statement of the duties and functions of such committee. 


Remuneration of Directors and Others 


Furnish the information required by the following table as to each of the persons specified below who re- 
ceived from the Registrant and its subsidiaries during the Registrant's last fiscal year aggregate remuneration in 
excess of $40,000 for services in all capacities: 


(a) Each director, officer, and advisory board member of the Registrant. 

(b) Each affiliated person of the Registrant except investment advisers. 

(c) Each principg! underwriter. 

(d) Each affiliated person of an affiliate or of a principal underwriter of the Registrant. 


(e) All directors, officers and members of the advisory board of the Registrant as a group, without naming 





them. 
(1) (2) (3) (4) (5) 
Capacities Estimated 
in Which Amounts Accrued Annual 
Name of Remuneration Aggregate During Registrant's Benefits Upon 
Person Was Received Remuneration Last Fiscal Year Retirement 
Instructions: 


1. This item applies to any person who was a director, officer or member of the advisory board of the 
Registrant at any time during the last fiscal year. The information is to be given on an accrual basis if 
practicable. 
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If the Registrant has not completed its first full fiscal year since its organization, the informatio 


n 
shall be given for the current fiscal year, estimating future payments if necessary. @) 


Columns (4) and (5) should be answered only for those persons named in response to paragraph (a) 
of this item and should include all pension or retirement benefits proposed to be paid by the 
Registrant under any existing plan in the event of retirement at normal retirement date, directly or 
indirectly, by the Registrant or any of its subsidiaries to each such person. 


Column (4) need not be answered with respect to payments computed on an actuarial basis pursuant 
to any plan which provides for fixed benefits in the event of retirement at a specified age or after a 
specified number of years of service. 


The information called for by Column (5) may be given in a table showing the annual benefits pay- 
able upon retirement to persons in specified salary classifications. 


In the case of any plan (other than those specified in instruction 3) where the amount set aside each 
year depends upon the amount of earnings of the issuer or its subsidiaries for such year or a prior 
year, or where it is otherwise impracticable to state the estimated annual benefits upon retirement, 
there shall be set forth, in lieu of the information called for by column (5), the aggregate amount set 
aside or accrued to date, unless it is impracticable to do so, in which case there shall be stated the 
method of computing such benefit. 


Item 12. Custodian of Portfolio Securities 


Item 13. 
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State the name, principal business address and, if other than a commercial bank, trust company, or depository 
registered with the Commission, the nature of the business of each person holding portfolio securities of the 
Registrant as custodian. 


Instructions: 


1. If Registrant's custodian arrangements authorize the use of a central depository, the response should in- 
clude a description of the services to be provided by the depository. 


2. If an affiliated person of the Registrant or an affiliated person of such an affiliated person acts as 
custodian for the Registrant’s portfolio securities, the response should include a description of the services 
performed by any such person and the basis for remuneration. 


Investment Advisers 


(a) Furnish the following information with respect to each investment adviser: 


(1) 
(2) 


(3) 


Name and principal business address. 


A description of its business history as an adviser, including the number of years it has been in the 
advisory business; the total amount of assets it manages; the types of investment portfolios it has 
managed; the names of all controlling persons of the investment adviser and the basis of control of 
the investment adviser and its controlling persons by its immediate controlling person; and, if 
material to such history, the business history of any organization which controls the adviser. 


Name and address of any affiliated person of the Registrant who is also an affiliated person of the 
investment adviser and the nature of such affiliation. 


Instruction: \f an affiliated person of the Registrant either alone or together with others is a con- 
trolling person of the investment adviser, Registrant must disclose such fact but need not supply the 
specific amount or percentage of the outstanding voting securities of the investment adviser which is 
owned by such a controlling person. With respect to any person named in response to this item, 
Registrant must disclose a// of the capacities in which such person is affiliated with the investment 
adviser. See Instruction to Item 9(a) of Part | for a definition of “control.” 
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(b) 


(c) 


(d) 


(4) The method of computing the advisory fee payable by the Registrant. 


Instruction: \f the advisory fee payable by the Registrant varies depending on the Registrant's invest- 
ment performance in relation to some standard, such standard must be set forth along with a fee 
schedule in tabular form. Registrant may include examples showing the fees the adviser would earn at 
various levels of performance, but such examples must include calculations showing the maximum 
and minimum fee percentages which could be earned under the contract. 


(5) The net dollar amounts paid to the adviser by the Registrant under the investment advisory contract 
for the period covered by the financial statements filed herewith. 


(6) A description of all services performed for or on behalf of the Registrant, which services are supplied 
or paid for wholly or in substantial part by the investment adviser in connection with the investment 
advisory contract. 


(7) A brief description of any expense limitation provision and a statement of the amounts of any 
reimbursements paid or reductions of advisory fee furnished by the adviser pursuant to any such 
provision for the period covered by the financial statements filed herewith. 


Instruction: Where a Registrant is subject to more than one expense limitation provision, it need 
describe only the most restrictive of such provisions. 


Furnish a description of all fees, expenses, and costs of the Registrant which are to be paid by persons 
other than the investment adviser or the Registrant, and identify such persons. 


Furnish a summary of the material provisions and purposes of any other management-related, book- 
keeping or similar services contracts between the Registrant and the adviser or any other persons per- 
forming such contracts, indicating the net dollar amounts paid by the Registrant pursuant to any such 
contract for the period covered by the financial statements filed herewith. 


Instructions: 


1. The term “similar services’ is not intended to include services performed by any person in the 
capacity of custodian, transfer agent, or dividend-paying agent for the Registrant; services for which 
payment is made at a standard rate for mailing proxies or periodic reports to the shareholders of the 
Registrant, or the like; or any service for which aggregate payments of less than $500 were made 
during the period covered by the financial statements filed herewith. 


2. In summarizing the material provisions and purposes of this type of contract state the name of the 
person providing the services; the direct or indirect relationship, if any, of such person with the 
Registrant, its investment adviser, or its principal underwriter; the nature of the services provided; 
and the amount and basis of the compensation paid for the services for the period covered by the 
financial statements filed herewith. 


If any person (other than a bona fide director, officer, member of an advisory board, or employee of the 
Registrant, as such, or a person named as an investment adviser in response to paragraph (a) above), 
pursuant to any understanding, whether formal or informal, regularly furnishes advice to the Registrant or 
to the investment adviser of the Registrant with respect to the desirability of the Registrant's investing in, 
purchasing, or selling securities or other property should be purchased or sold by the Registrant, furnish 
the following information: 


(1) The name of such person. 


(2) A description of the circumstances involved and the nature of the advice or information furnished. 
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(a) 


(b) 


(c) 


(3) 


(a) 
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The remuneration (including participation, directly or indirectly, in commissions or other com- 
pensation paid in connection with transactions in portfolio securities of the Registrant) paid for such 


paid for the period covered by the financial statements filed herewith. 


Instruction: Information need not be included in response to this item with respect to any of the 
following: (i) persons whose advice was furnished to the investment adviser or the Registrant solely 
through uniform publications distributed to subscribers thereto, or (ii) persons who furnished the 
investment adviser or the Registrant with only statistical and other factual information, advice 
regarding economic factors and trends, or advice as to occasional transactions in specific securities, 
but without generally furnishing advice to them or making recommendations to them regarding the 
purchase or sale of securities by the Registrant. 


Item 14. Capital Stock and Other Securities 


With respect to each class of capital stock of the Registrant, state the title of such class, and provide 
the following information: 


(1) Outline briefly (a) divident rights, (b) voting rights, (c) liquidation rights, (d) pre-exemptive 
rights, (e) conversion rights, (f) redemption provisions, (g) sinking fund provisions, and 
(h) liability to further calls or to assessment by the Registrant. 


(2) If the rights of holders of such stock may be modified otherwise than by a vote of a majority 
or more of the shares outstanding, voting as a class, so state and explain. 


(3) Outline any restriction on the repurchase or redemption of shares by the Registrant. 


Instructions: 


a If any class of securities possesses cumulative voting rights, disclose the existence of such 
rights and explain the operation of cumulative voting. 


2. If the rights evidenced by any class of securities being described are materially limited or 
qualified by the rights of any other class of securities, include such information regarding 
such other securities as will enable investors to understand the rights evidenced by the 
securities being described. 


<9 A negative response is required if any of the above rights do not apply to any class of 
stock. 


If the Registrant has any authorized securities other than capital stock, outline briefly the rights 
evidenced thereby. If the securities are subscription warrants or rights, state the title and amount of 
securities called for, the period during which and the prices at which the warrants or rights are 
exercisable. 


Instruction: \nstructions 1-3 of Item 14(a) also apply to Item 14(b). 


State the policy Registrant will follow in deciding when to pay dividends from its net investment 
income and make distributions of any realized capital gains. 


Item 15. Pricing of Registrant’s Securities 


Furnish the following information concerning the pricing of the Registrant's securities: 


The method followed or to be followed by the Registrant in determining the total offering price at 
which its securities may be acquired by the public. 


@) 


advice or information, and a statement as to how such remuneration was paid and by whom it was © 





q) 








o}@ 








Item 16. 


Instructions: 


1. 


The valuation procedure used by the Registrant in determining net asset value and public 
offering price must be described, unless such procedure is set forth in the financial statements 
and cross-referenced in the text. 


The response should state how the excess of offering price over the net amount invested is 
distributed among the Registrant’s principal underwriters or others and the basis for 
determining the total offering price. 


State the time (or times) each day when the net asset value is calculated for the purpose of 
pricing shares. 


Explain fully and difference in the price at which securities are offered to the public, as 


individuals and as groups, and to officers, directors or employees of the Registrant, its adviser 
or underwriter. 


If not furnished in the balance sheet required by Item 18 of Part | furnish a specimen price 
make-up sheet showing the computation of the total offering price per unit using as a basis the 
value of the Registrant’s portfolio securities and other assets and its outstanding securities as of 
the date of the balance sheet filed by the Registrant. 


(b) Describe the pricing and payment procedure for redemption and any formal requirements or any 
costs involved, including redemption charges. Also describe the assets to be received by the investor 
(cash or portfolio securities) upon redemption. 


Instructions: 

t: Include any reinvestment privileges permitted after redemption which are offered by the 
Registrant. (See 1940 Act Rule 22d-2) [17CFR 270.22d-2]. 

2. If Registrant’s organizational documents permit the Registrant to reserve the right to redeem 
shares automatically in accounts below a certain number or value of shares, this power should 
be discussed. 

3. 


If Registrant has elected to redeem shareholdings in accordance with the provisions of Rule 
18f-1 [17CFR 270.18F-1] under the 1940 Act, the fact of the election and the conditions of 
the Rule should be discussed. 


(c) Describe any arrangement whereby a shareholder can sell his shares to the Registrant or its 
underwriter through a broker-dealer and describe any costs to investors involved. 


(d) If Registrant’s securities are traded in a market place, describe the procedure to be followed by the 
investor in making a determination to sell in the market place or sell back to the Registrant, directly 
(Redemption) or indirectly (Repurchase). Describe the factors which the security holder should assess 
in making this determination. 


General Information as to Plan of Distribution 


(a) With respect to the public distribution of securities of the Registrant state: 


(1) 


(2) 


for each principal underwriter distributing securities of the Registrant, state the name, principal 
business address, nature of any material relationship with the Registrant (other than of principal 
underwriter) and nature of the obligation to distribute the Registrant’s securities; 


whether the offering is continuous; 


SEC DOCKET/539 





(3) the aggregate dollar amount of underwriting commissions for each of the periods covered by 
the financial statements filed herewith; @) 





(4) whether the Registrant offers its securities pursuant to a letter of intent, and if it does, the 
significance of such a letter in terms of obtaining a reduction in the sales load; 


(5) whether the Registrant offers its securities in conjunction with the Self-Employed Individuals 
Tax Retirement Act of 1962 (Keogh Plans) or the Individual Retirement Security Act of 1974 
or any other retirement plan and the costs or fees charged in connection therewith; 


(6) whether the Registrant provides such services as accumulation plans, withdrawal plan, or 
exchange privileges and a description of the services offered; and 


(7) the sales charge, if any, as a percentage of the public offering price and as a percentage of the 
net amount invested for each breakpoint. Show the sales load reallowed to dealers as a 
percentage of the public offering price. These percentages should be shown in a tabular 
presentation. 


Instructions: 


as Responses to this Item should indicate from whom investors can obtain application forms for 
the services specified above. 


2. All that is required to be disclosed as to the nature of the underwriters’ obligation to distribute 
the Registrant’s securities is that it is merely an agency or “best efforts’’ arrangement under 
which the underwriters are required to take and pay for only such securities as they may sell to 
the public. 


(b) With respect to each affiliated person of the Registrant who is also an affiliated person of a principal () 
underwriter of the Registrant, identify such person and give the principal business address and the 
nature of such affiliation. 





Instruction: \f an affiliated person of the Registrant either alone or together with others is a 
controlling person of a principal underwriter of the Registrant, the Registrant must disclose such fact 
but need not supply the specific amount or percentage of the outstanding voting securities of such 
principal underwriter which is owned by such a controlling person. With respect to any person named 
in response to this Item, the Registrant must disclose a// of the capacities in which such person is 
connected with such a principal underwriter and the Registrant. See Instruction to Item 9(a) of Part | 
for a definition of “control.” 


(c) Furnish the information required by the following table with respect to all commissions and other 
compensation received by each principal underwriter, directly or indirectly, from the Registrant 
during the Registrant’s last fiscal year: 


(1) (2) (3) (4) (5) 
Net 
Name of Underwriting Compensation 
Principal Discounts and on Redemtion Brokerage Other 
Underwriter Commissions and Repurchases Commissions Compensation 





Instruction: \ndicate in a note, or otherwise, the nature of the services rendered in consideration of 
the compensation set forth under column (5). Include under this column any compensation received 
by an underwriter for keeping the Registrant's securities outstanding in the hands of the public. 


(d) If during the Registrant’s last fiscal year any payments were made by the Registrant to an 
underwriter or dealer in the Registrant’s shares other than (a) payments made through deduction 
from the offering price at the time of sale of securities issued by the Registrant, (b) payments 
representing the purchase price of portfolio securities acquired by the Registrant, (c) commissions on 
any purchase or sale of portfolio securities by the Registrant, or (d) payments for investment advisory 
services pursuant to an investment advisory contract, furnish the following information: 
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Item 17. 


(1) the name and address of the underwriter or dealer; 

(2) a description of the circumstances surrounding payments; 

(3) the amount paid; 

(4) the basis on which the amount of the payment was determined and the consideration received 
for it. 

Instructions: 

1. Do not include in the answer to this Item any information furnished in the answers to Items 
13(c) or 16(c) above. Do not include any payment for a service excluded by Instruction 1 to 
Item 13(c) above. 

2. 


If the payments were made pursuant to an arrangement or policy applicable to dealers generally, 
it will be sufficient to describe such arrangement or policy. 


Financial Statements 


A Registration Statement in Part | of this Form shall contain, in a separate section following the response 
to the foregoing Items, the financial statements specified in the following instructions: 


Instructions as to Financial Statements: These instructions specify the financial statements required to be 
filed as a part of a Registration Statement on this Form. Article 6 of Regulation S-X [17 CFR 210.6-01 
to 210.6-10] governs the certification, form and content of the statements required, including the basis 
of consolidation, and prescribes the statements of surplus and schedules to be filed in support thereof. 


A. Statements of the Registrant 


1. 


Balance Sheets and Statements of Assets and Liabilities: 


a. The Registrant shall file a certified balance sheet or statement of assets and liabilities as 
of the close of its latest fiscal year unless such fiscal year has ended within 90 days prior 


to the date of filing, in which case the statements may be as of the close of the preceding 
fiscal year. 


b. If the latest fiscal year of the Registrant has ended within 90 days prior to the date of 
filing and the statement required by paragraph a. is filed as of the end of the preceding 
fiscal year, there shall be filed as an amendment to the Registration Statement, within 
120 days after the date of filing, a certified statement of the Registrant as of the end of 
its latest fiscal year. 


Statements of -Income and Expense, Realized and Unrealized Gain of Loss on Investments: The 
statements specified in Rules 6-04, 6-05 and 6-06 [17 CFR 210.6-04, 05 and 06] of Regulation 
S-X shall be filed for the Registrant for each of its last three fiscal years preceding the date of 
the statement required by Instruction 1.a. and for the fiscal year immediately preceding the 
date of each statement filed pursuant to Instruction 1.b. Such statements shall be certified. 


B. Consolidated Statements 


3. 


Consolidated Balance Sheets and Statements of Assets and Liabilities: 


a. There shall be filed a certified consolidated balance sheet or statement of assets and 
liabilities of the Registrant and its subsidiaries as of the close of the latest fiscal year of 
the Registrant, unless such fiscal year has ended within 90 days prior to the date of filing, 
in which case this statement may be as of the close of the preceding fiscal year. 
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If the latest fiscal year of the Registrant has ended within 90 days prior to the date of 
filing and the statement required by paragraph a. is filed as of the end of the preceding) 
fiscal year, there shall be filed as an amendment to the Registration Statement, withir¥// 
120 days after the date of filing, a certified consolidated balance sheet or statement of 
assets and liabilities of the Registrant and its subsidiaries as of the end of the latest fiscal 
year. 


Consolidated Statements of Income and Expense, Realized and Unrealized Gain or Loss on 
Investments: The statements specified in Rules 6-04, 6-05 and 6-06 [17 CFR 210.6-04, 05 and 
06] of Regulation S-X shall be filed for the Registrant and its subsidiaries consolidated for each 
of the last three fiscal years preceding the date of the consolidated statement required by 
Instruction 3.a. and for the fiscal year immediately preceding the date of each consolidated 
statement filed pursuant to Instruction 3.b. Such statements shall be certified. 


Cc. Unconsolidated Subsidiaries 


5. 


Unconsolidated Subsidiaries: 


a. Subject to Rules 4-03 [17 CFR 210.4-03] and 6-02 [17 CFR 210.6-02] of Regulation 
S-X regarding group statements of unconsolidated subsidiaries, there shall be filed for each 
subsidiary of the Registrant not consolidated, the financial statements which would be 
required if the subsidiary were itself a Registrant. However, the profit and loss statements 
or statements of income and expense, realized and unrealized gain or loss on investments 
filed for any subsidiary which is less than majority-owned need cover only the last fiscal 
year immediately preceding the date of the balance sheet or statement of assets and 
liabilities filed for such subsidiary. 


filing the Registration Statement, or ends after the date of filing, the financial statemen 
of the subsidiary may be filed as an amendment to the Registration Statement within 120 
days after the end of the subsidiary’s fiscal year. 


b. If the fiscal year of any unconsolidated subsidiary ends within 90 days before the date 0) 


Omission of Statements Required by Instruction 5: Notwithstanding Instruction 5, there may 
be omitted from the Registration Statement all financial statements of any one or more 
unconsolidated subsidiaries if all such subsidiaries for which statements are so omitted, 
considered in the aggregate as a single subsidiary, would not constitute a significant subsidiary. 


D. General Provisions 
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Reorganization or Succession: 


a. If, during the period for which statements of income and expense, realized and unrealized 
gain or loss on investments are required to be filed with the Registration Statement, the 
Registrant has emerged from a reorganization in which substantial changes occurred in its 
asset, liability, capital share, surplus or reserve accounts, a brief explanation of such 


changes shall be set forth in a note or supporting schedule to the balance sheets or 
statements of assets and liabilities filed. 


b. If, during such period, the Registrant has acquired by merger, consolidation or other 
succession one or more businesses representing, in the aggregate, assets valued in excess of 
15% of the value of the Registrant’s assets at the time of filing, the additions, 
eliminations and other changes effected in the succession shall be appropriately set forth 
in a note or supporting schedule to the balance sheets or statements of assets and 
liabilities filed. In addition, profit and loss or income statements for each business so 
acquired, or combined statements if appropriate, shall be filed for such period prior to 
the succession as may be necessary when added to the time, if any, for which profit snd) 
loss or income statements after the succession are filed to cover the equivalent of three 

full fiscal years. 




















8. Filing of Other Statements in Certain Cases: | The Commission may, upon the informal written 
request of the Registrant, and where consistent with the protection of investors, permit the 
omission of one or more of the statements herein required or the filing in substitution therefor 
of appropriate statements of comparable character. The Commission may also by informal 
written notice require the filing of other statements in addition to, or in substitution for, the 
statements herein required in any case where such statements are necessary for an adequate 
presentation of the financial condition of any person whose financial statements are required, 
or whose statements are otherwise necessary for the protection of investors. 





E. Historical Financial Information 


9. Scope of Part E.: The information required by Part E shall be furnished for the seven-year 
period preceding the period for which profit and loss statements or statements of income and 
expense, realized and unrealized gain or loss on investments are filed, as to the accounts of each 
person whose balance sheet or statement of assets and liabilities is filed. The information is to 
be given as to all of the accounts specified whether they are presently carried on the books or 
not. Part E does not call for an audit, but only for a survey or review of the accounts specified. 
It should not be detailed beyond a point material to an investor. Information may be omitted, 
however, as to any person for whom equivalent information for the period has been filed with 


the Commission pursuant to the Securities Act of 1933 or the Securities Exchange Act of 
1934. 


10. Revaluation of Assets: 


a. If there were any material increases or decreases in investments, in property, plant and 
equipment, or in intangible assets, state (i) in which year or years such revaluations were 
made, (ii) the amounts of such increases or decreases and the accounts affected, including 


all related entries, and (iii) if in connection with such revaluations any related adjustments 
® made in reserve accounts and amounts with explanations. 


b. Information is not required as to adjustments made in the ordinary course of business, 
but only as to major revaluations made for the purpose of entering in the books current 
values, reproduction cost, or any values other than original cost. 


Cc. No information need be furnished with respect to any revaluation entry which was 
subsequently reversed or with respect to the reversal of a revaluation entry recorded prior 
to the period if a statement as to the reversal is made. 


11. Capital Shares: 


a. If there were any material restatements of capital shares which resulted in transfers from 
capital share liability to surplus or reserve, state the amount of each such restatement and 
all related entries. No statement need be made as to restatements resulting from the 
declaration of share dividends. 


b. If there was an original issue of capital shares any part of the proceeds of which was 
credited to accounts other than capital share accounts, state the title of the class, the 
accounts and the respective amounts credited thereto. 


12. Debt Discount and Expense Written Off: \f any material amount of debt discount and expense, on 
long-term debt still outstanding, was written off earlier than as required under any periodic 
amortization plan, give the following information: (i) title of the securities, (ii) date of the write off, 
(iii) amount written off and (iv) to what account charged. 


13. Other Changes in Surplus: \f there were any material increases or decreases in surplus, other than 

those resulting from transactions specified above, the closing of the income and profit and loss 
® accounts or the declaration or payment of dividends, state (i) the year or years in which such in- 
creases or decreases were made, (ii) the nature and amounts thereof and (iii) the accounts affected 
including all material related entries. Instruction 10.c. above shall also apply here. 
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of the Registrant from the beginning of the period to the date of succession, not only as to the 
entries made respectively in the books of the predecessor or the successor, but also as to the changes ~ 
effected in the transfer of the assets from the predecessor. However, no information need be 
furnished as to any one or more predecessors which considered in the aggregate, would not constitute 

a significant predecessor. 


14. Predecessors: The information shall be furnished, to the extent it is material, as to any predecessor ()) 





15. Omission of Certain Information: 


a. No information need be furnished as to any subsidiary, whether consolidated or un- 
consolidated, for the period prior to the date on which it became a subsidiary of the Registrant 
or a predecessor for which information is required above. 


b. No information need be furnished hereunder as to any one or more unconsolidated subsidiaries 
for which separate financial statements are filed if all subsidiaries for which the information is 


so omitted, considered in the aggregate as a single subsidiary, would not constitute a significant 
subsidiary. 


c. Only the information specified in Instruction 10 need be given as to any predecessor or any 
subsidiary thereof if immediately prior to the date of succession thereto by a person for which 
information is required the predecessor subsidiary was in insolvency proceedings. 


16. Instructions for Financial Statements in Prospectus: 


prior to the date of filing the Registration Statement on this Form, there shall also be included 
in the prospectus a corresponding balance sheet or statement of assets and liabilities as of a date 
within 90 days prior to the date of filing and the related statements prescribed by Article 6 
[17 CFR 210.6-01 to 210.6-10] of Regulation S-X from the close of the latest fiscal year for 
which such statements are included up to the date of the balance sheet or statement of assets 
and liabilities required by this paragraph. The statements required by this paragraph need not 
be certified, but if they are certified the balance sheet or statement of assets and liabilities 
as of the end of the last fiscal year may be omitted. 


a. If any balance sheet or statement of assets and liabilities filed is not as of a date within 90 days Q 





b. Notwithstanding the requirements the following may be omitted from the prospectus of a 
registered investment company: 


(i) the statements of any subsidiary which is not a majority-owned subsidiary; 


(ii) all schedules in support of the most recent balance sheet or statement of assets and 
liabilities filed except the following: Schedule |; columns A, E, F and G of Schedule II; 
and columns A, B, C and D of Schedule III, omitting the information called for by 
paragraph (b) of footnote 1 to column A; 


(iii) the historical financial information called for by Part E. 


c. The Registrant may, at its option, furnish all financial statements specified in paragraphs a. and 
b. above in Part I! of the Registration Statement and include only the following statements in 
its prospectus: 


(i) A statement of assets and liabilities in which the details of Schedules |, I! and III 
prescribed by Instructions a. and b. above may be substituted for the summaries of these 
items as prescribed by Rule 6-03 [17 CFR 210.6-03] of Regulation S-X. The specimen 
price-make-up sheet required by Item 16.a. may be furnished as a continuation of this b | (( 
statement. If this option is elected, the statement required by Rule 6-09 [17 CFR 
210.6-09] may be omitted form the prospectus. 
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(ii) An income statement for the latest fiscal year in the form specified in Rule 6-04 [17 CFR 
210.6-04] of Regulation S-X, including, on the same page, (1) the items specified in 
caption 5 of Rule 6-05 [17 CFR 210.6-05] and caption 2 of Rule 6-06 [17 CFR 
210.6-06] , and (2) the ratio of total operating and management expenses to total invest- 
ment income. ‘‘Total operating and management expenses’”’ means the aggregate of the 
expenses described in captions 2 and 3 of Rule 6-04 [17 CFR 210.6-04] of Regulation 
S-X. “Total investment income” does not include equalization adjustments. 


(iii) Statements of changes in net assets for the three full fiscal years prior to the date of filing 
(or for the life of the Registrant, if less) as prescribed by Rule 6-08 [17 CFR 210.6-08] . 


Except that the statement prescribed by (ii) above is required for only one fiscal year and 
an interim period, if any, to within 90 days of filing, the instructions as to dates and 
certification prescribed in Item 16.a. above shall be applicable to the optional statements 
permitted by this Instruction 3. 


d. Regulation S-X governs the certification, form and content of the financial statements required, 


including the basis of consolidation, and prescribes the statements of surplus and schedules to 
be filed in support thereof. 


PART Il. OTHER INFORMATION 


Item 1. 


Financial Statements and Exhibits 


List all financial statements and exhibits filed as part of the Registration Statement. 


(a) 


(b) 


Financial statements: 


Instruction: Designate those financial statements included in Part | and those financial statements 
included in Part I! of the Registration Statement. 


Exhibits: 
(1) copies of the charter as now in effect; 
(2) copies of the existing by-laws or instruments corresponding thereto; 


(3) copies of any voting trust agreement with respect to more than 5 percent of any class of equity 
securities of the Registrant; 


(4) specimens or copies of each security issued by the Registrant, including copies of all constituent 


instruments, defining the rights of the holders of such securities, and copies of each security being 
registered; 


(5) copies of all investment advisory contracts relating to the management of the assets of the Registrant; 


(6) copies of each underwriting or distribution contract between the Registrant and a principal under- 
writer, and specimens or copies of all agreements between principal underwriters and dealers; 


(7) copies of all bonus, profit sharing, pension or other similar contracts or arrangements wholly or 
partly for the benefit of directors or officers of the Registrant in their capacity as such; if any such 
plan is not set forth in a formal document, furnish a reasonably detailed description thereof; 


(8) copies of all custodian agreements, and depository contracts under Section 17(f) of the 1940 Act, 


with respect to securities and similar investments, of the Registrant, including the schedule of 
remuneration; 


(9) copies of all other material contracts not made in the ordinary course of business which are to be 
performed in whole or in part at or after the date of filing the Registration Statement; 
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Item 2. 


Item 3. 


Item 4. 


(10) an opinion and consent of counsel as to the legality of the securities being registered, indicating 
whether they will when sold be legally issued, fully paid and non-assessable; 





(11) copies of any other opinions, appraisals or rulings, and consents to the use thereof relied ‘on in the 
preparation of this Registration Statement or required by Section 7 of the 1933 Act; 


(12) all financial statements omitted from Item 17 of Part 1; 
(13) copies of all powers of attorney; 


(14) copies of any agreements or understandings made in consideration for providing the initial capital 
between or among the Registrant, the underwriter, adviser, promoter or initial stockholders and 
written assurances from promoters or initial stockholders that their purchases were made for invest- 
ment purposes without any present intention of redeeming or reselling. 


Instruction: Subject to the Rules regarding incorporation by reference, the foregoing exhibits shall be 
filed as a part of the Registration Statement. Exhibits numbered 10-13 above are required to be filed only 
as part of a 1933 Act Registration Statement. Exhibits shall be appropriately lettered or numbered for 
convenient reference. Exhibits incorporated by reference may bear the designation given in a previous 
filing. Where exhibits are incorporated by reference, the reference shall be made in the list of exhibits 
required above. 


Persons Controlled by or under Common Control with Registrant 


Furnish a list or diagram of all persons directly or indirectly controlled by or under common control with the 
Registrant and as to each such person indicate (1) if a company, the state or other sovereign power under the 
laws of which it was organized, and (2) the percentage of voting securities owned or other basis of control by 
the person, if any, immediately controlling it. 


Instructions: 


1. The list or diagram shall include the Registrant and shall be so prepared as to show clearly the relationship 
of each company named to the Registrant and to the other companies named. If any company is con- 
trolled by means of the direct ownership of its securities by two or more persons, so indicate by 
appropriate cross reference. 


2. Designate by appropriate symbols (i) subsidiaries for which separate financial statements are filed; (ii) 
subsidiaries included in the respective consolidated financial statements; (iii) subsidiaries included in the 
respective group financial statements filed for unconsolidated subsidiaries; (iv) other subsidiaries, 
indicating briefly why statements of such subsidiaries are not filed. 


Number of Holders of Securities 


State in substantially the tabular form indicated, as of a specified date within 90 days prior to the date of filing, 
the number of record holders, and the approximate number of beneficial holders to the best of the Registrant's 
knowledge, of each class of securities of the Registrant. 


(1) (2) (3) 


Number of Record Number of Benefical 
Title of Class Holders Holders 





Indemnification 


State the general effect of any contract, arrangements or statute under which any director, officer, underwriter 

or affiliated person of the Registrant is insured or indemnified in any manner against any liability which may be (i) 
incurred in such capacity, other than insurance provided by any director, officer, affiliated person or under- 
writer for their own protection. 
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Item 5. 


Item 6. 


Item 7. 


Item 8. 


Instruction: \n responding to this Item the Registrant should take note of the requirements of Rule 460 [17 
CFR 230.460] under the 1933 Act and Section 17 of the 1940 Act. 


Business and Other Connections of Investment Adviser 


Describe any other business, profession, vocation or employment of a substantial nature in which each invest- 
ment adviser of the Registrant, and each director, officer or partner of any such investment adviser, is or has 


been at any time during the past two fiscal years, engaged in for his own account or in the capacity of director, 
officer, employee, partner or trustee. 


Instructions: 


1. State the name and principal business of any company with which any person specified above is connected 
in the capacity of director, officer, employee, partner or trustee, and the nature of such connection. 


2. The names of investment advisory clients need not be given in answering this Item. 


Principal Underwriters 


(a) Furnish the name of each investment company (other than the Registrant) for which each principal 
underwriter currently distributing securities of the Registrant also acts as a principal underwriter, 
depositor or investment adviser. 


(b) Furnish the information required by the following table with respect to each director, officer or partner of 
each principal underwriter named in the answer to Item 17(c) of Part I: 
(1) (2) (3) 


Name and Principal Positions and Offices Positions and Offices 
Business Address with Underwriter with Registrant 





Location of Accounts and Records 


With respect to each account, book or other document required to be maintained by Section 31(a) of the 1940 
Act and the Rules [17CFR 270.31a-1 to 31a-3] promulgated thereunder, furnish the name and address of each 
person maintaining physical possession of each such account, book or other document. 


Undertakings 


Furnish the following undertakings in substantially the following form in all initial Registration Statements filed 
under the 1933 Act: 


(a) an undertaking to file an amendment to the Registration Statement with certified financial statements 
showing the initial capital received before accepting subscriptions from any persons in excess of 25 if 
Registrant proposes to raise its initial capital pursuant to Section 14(a)(3) of the Investment Company 
Act; 


(b) an undertaking to file an amendment to the Registration Statement, using financials which need not be 
certified, no later than six months from the effective date of Registrant’s 1933 Act Registration State- 
ment. 

Instructions: 
1. Such amendment may be filed earlier only if at least one-half the dollar amount of securities 
registered has been raised from public offering and has been substantially invested pursuant to 


Registrant’s investment objectives. 


2. The financial statements in such amendment should be as close as possible to the date of the 
amendment but in any case should be no older than 90 days. 
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Pursuant to the requirements of the Securities Act of 1933 (and) (or) the Investment Company Act of 1940, the Re- 
gistrant has duly caused this Registration Statement to be signed on its behalf by the undersigned, thereunto duly author- 
ized, in the City of , and State of , on the _______day _ of 





SIGNATURES 








,12a—. 





Pursuant to the requirements of the Securities Act of 1933, this Registration Statement has been signed below by the 
following persons in the capacities and on the dates indicated. 





(Registrant) 


By 





(Signature and Title) By 








The summary prospectus to be used pursuant to Rule 434A [17 CFR 230.434A] for companies whose securities are 
registered on Form N-1 shall be available only if (1) the Registration Statement is in effect, (2) the response to Items 4(b) 
and 4(c) of Part | is “Not Applicable,’’ and (3) if at such time Registrant intends to meet the requirements of Subchapter 
M, Sections 851-855 of the Internal Revenue Code during the current taxable year. No sales literature may be used unless 
preceded or accompanied by the full statutory prospectus. The summary prospectus shall at the time of its use contain 
such of the information specified below as is then included in the Registration Statement. All other information and 
documents contained in the Registration Statement may be omitted. 


(a) 


(b) 


(c) 





(Signature) (Title) (Date) 


INSTRUCTIONS AS TO SUMMARY PROSPECTUSES 


The information contained in Item 2 of Part |. 


The information called for by Item 3 of Part | shall be set forth not further back in the summary prospectus 
than the third page thereof and shall not be preceded by any other chart or table. 





The information in Item 5(b) must be contained herein if it is in the affirmative. In addition, the information in ? @ 
Item 5 (d) should be included if the portfolio turnover for the past three years has averaged over 75%. 
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(d) The summary prospectus must contain the legends required by Rules 425 and 434A(e) under the Securities Act 
of 1933, and the following legend should all be placed on the cover page: 


ALL INTERESTED PERSONS SHOULD SEND FOR AND EXAMINE THE FULL PROSPECTUS BEFORE 
PURCHASING SHARES OF THE FUND. 


Instructions: 


1. If Registrant chooses to present the information required by Item 17 of Part |, it must be set forth in 
complete and uncondensed form, except insofar as Item 3 of Part | constitutes such a condensation. 


2. The Commission may, upon the request of the Registrant, and where consistent with the protection of 
investors, permit the omission of any of the information herein required or the furnishing in substitution 
therefor appropriate information of comparable character. The Commission may also require the inclusion 
of other information in addition to, or in substitution for, the information herein required in any case 
where such information is necessary or appropriate for the protection of investors. 
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SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 20549 
FORM N-2 C 
REGISTRATION STATEMENT UNDER THE SECURITIES ACT OF 1933 O 
Pre-Effective Amendment No. ____ Oo 
Post-Effective Amendment No. O 
and/or P 
REGISTRATION STATEMENT UNDER THE INVESTMENT COMPANY ACT OF 1940 
Amendment No. 
(Check appropriate box or boxes.) 
(Exact Name of Registrant as Specified in Charter) ) 
(Address of Principal Executive Offices) (Zip Code) 
Registrant’s Telephone Number, including Area Code 
(Name and Address of Agent for Service) 
Approximate Date of Proposed Public Offering 
Pp 
CALCULATION OF REGISTRATION FEE UNDER THE SECURITIES ACT OF 1933 
Proposed Proposed 
Title of Maximum Maximum 
Securities Amount Offering Aggregate Amount of 
Being Being Price per Offering Registration 
Registered Registered Unit Price Fee 





If the Registration Statement or an amendment thereto is being filed under only one of the Acts, reference to the 
other Act should be omitted from the facing sheet. The ‘‘Approximate Date of Proposed Public Offering’’ and nf 
table showing the calculation of the registration fee under the Securities Act of 1933 should be included only wher 
shares are being registered under the Securities Act of 1933. 
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Ss 





550/SEC DOCKET 





® CONTENTS OF FORM N-2 
Page No. 
GEISER TIAN, Hees Ft lee ee ee ee Fe oR Be eee SS ee, em, ii 
Pi Grae Cae OF FOF eae 8 RRP PE Ye OS ERD) FOS PG, AQUS MESS TPO MME EB ii 
oe RT UREINTMIUTETOISE 8 nates eS ane kOe ee ete ae Se ee ets gees tee § Deere iter. ii 
C. Application of General Rules and Regulations... ........ 0... eee ee eee ee eee ees ii 
Ce I eter rte ss ase a ene ete eee Oe OR a a eae ee eee. weet ee alee ii 
Ee. * OPRCEIP EIEN A PRGTONGEIGG: «0. oc os bc ce lees we le be aah ale eualce.s ae 00s pag Queena aut iii 
F. Documents Comprising a Registration Statement or Amendment...............2000000% iii 
G. Preparation of the Registration Statement or Amendment ........... 2.200 e ee ee eens iii 
PART! INFORMATION REQUIRED IN A PROSPECTUS OR REGISTRATION STATEMENT 
Item 1. Cover Page (Prospectus Only} . 2. 0... SS ee, a Oe LOU a. 1 
Item 2. UTERUS OMNOUD = ooo is weer aee eb.c tb) ow a eiN ea ale wy > Obed mann Qn ee 2 
Item 3. Condefised 'Finaficial' Information”: . 2200. Pe. i EOS Cee ee Pe wn 3 
Item 4. PIPE CP UNISEPTERECTONE oo soe se ee eee Ee eS oleae Sed ch tle Sa tate belts 7 
Item 5. MC UUGGEEE se Se SOOT OO E LS ee eae ee eee ee fess 10 
Item 6. encore: inrorimason ana riscory = SS Sa SRO 2 bod BO ee. 10 
Item 7. Wwvesnnene Gmroceves ana rolcias. fee SOS. PE Oa A ae. 11 
Item 8. We ac nc cn cce ee ee ee ee ee PE ee Pe nk ONS ie kites 14 
Item 9. RITTER soc 5s ccc a oc bk ies dine le we Calg CE Rta e oe CORO Se aw oud 14 
® Item 10. SERRE VOCOMNIMME, occ aS ais cidleccls Diels © o1e eae seks a6 0's ee oa lees 16 
Item 11. Control Persons and Principal Holders of Securities. .......... 2.0 e eee eee eens 17 
Item 12. Directors, Executive Officers and Advisory Board Members ...............20000- 18 
Item 13. nr CUI CRUE CONT ss ne 0 6A Abd oo ae Ca bedepeceuees 19 
Item 14. Cite RI ORC OPTICMO ORCUNITIOS | og 5 one ns tes oc 6 tee ye ce mwas ee ee es gee eee 21 
Item 15. UR Ey en desea ie a 6. ¢ Bok A ea SRO Ree e Sde ake aly alr Oe Be 21 
Item 16. Derauite anc Arrears on Senior Securities... se aw Cbs ce ew ele a wee Melee 24 
Item 17. ah, Ces! caht tye ake tlath aca 6's 5 kb ko MA AU AME Oct Md 6 5 es OO 24 
Item 18. UE MERUIIPIINES 5 ole. oe a3 5c 6 05s! © a Picea re Hier eae, yal ecenee, Aria Ta-ore w le ra a oak e etn aits 26 
Item 19. RMR TIRIROMEIE 65 UGS bs w x deta Aare ere Sia ds ie ern eea gong area ewer epatralet aie area 26 
Item 20. eS i in rere iaa arenes ne. any ees ce ene eye 27 
PART || OTHER INFORMATION 
Item 1. IE RNRTI NC PUMUEMMNTIGIIER os 5 aio s Sieh ks Seth wn So owe tee BS wel eke ee ree 35 
Item 2. Other Expenses of Issuance and Distribution ... 2... cw cece ce wic cues 35 
Item 3. AIEEE, oo Sc eee ee Ee Oe en eG ae Cae ae wetete te 35 
Item 4, PeUtteeetaie CoECIRENTICNIEG GIICL EEMOMOIGS . oc 6 nee ces awe wn ee wees eee 66 ke aes 36 
Item 5. Persons Controlled by or Under Common Control ..............0 2 eee eee eeeee 38 
Item 6. RUPnTEEEN CHU EUENES CHR CEEIINENUG on ce wk ono bee hn ss (ee eo oh ase alk on <4 wanes 38 
Item 7. RGeelcry Ot PuCesetttS GEIL FIGGINCUIS . ws ce kc eee ct ee ma hams metus ae 5 eas 39 
Item 8. Business and Other Connections of Investment Adviser .............2220 eee eeee 39 
Item 9. MUMIIEMET SS on ac ak a osc ow oe a eco eiastte cL Raion aia aero cine alae eialae aeecatera tae 39 





) @ SMAMOUUUNEMICEE retire Ter ticreio ar sia icle ae itn se nt poe tecec eres duaiameueie m pia era eral ave erie talon er aeln canal ater enaneeged 41 


SUMMARY PROSPECTUS 
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GENERAL INSTRUCTIONS 


A. 








Rule as to Use of Form N-2 


Form N-2 shall be used by closed-end management investment companies for filing (1) an initial Registration State- 
ment required by Section 8(b) of the Investment Company Act of 1940 (‘1940 Act’’), (2) an annual amendment to 
a 1940 Act Registration Statement required by Rule 8b-16 [17 CFR 270.8b-16] under the 1940 Act, (3) a Registra- 
tion Statement required under the Securities Act of 1933 (‘1933 Act’’) and any amendments thereto, or (4) any 
combination of the above 1940 Act and 1933 Act filings. 


Registration Fees 


Section 6(b) of the 1933 Act and Rule 457 [17 CFR 230.457] thereunder set forth the fee requirements under the 
1933 Act. Rule 8b-6 [17 CFR 270.8b-6] under the 1940 Act sets forth the fee requirements for filing an initial 
Registration Statement under that Act. The 1940 Act fee is in addition to the fee required to be paid under the 1933 
Act. 


Application of Generai Rules and Regulations 


If the Registration Statement is being filed under both Acts or under only the 1933 Act, the General Rules and 
Regulations under the 1933 Act, particularly those comprising Regulation C [17 CFR 230.400-494] , shall apply, and 
compliance therewith will be deemed compliance with the corresponding Rules pertaining to Registration Statements 
under the 1940 Act. However, if the Registration Statement is being filed under only the 1940 Act, the General 
Rules and Regulations under that Act, particularly those comprising Regulation 8B [17 CFR 270.8b-1 to 8b-32], 
shall apply except as noted in General Instruction D below. 


Amendments ? 


1. Attention is specifically directed to Rule 8b-16 ] 17 CFR 270.8b-16] under the 1940 Act which requires annual 
amendments of Registration Statements filed pursuant to Section 8(b) of the 1940 Act. Where Form N-2 has 
been used to file a Registration Statement under both the 1933 and 1940 Acts, any amendments of that Regis- 
tration Statement shall be deemed to be filed under both Acts unless otherwise indicated on the facing sheet. 
Irrespective of the purpose for which an amendment is filed, the number of copies of amendments specified in 
Rule 472 [17 CFR 230.472] under the 1933 Act shall be filed with the Commission. 


Incorporation by Reference 


Attention is directed to Rule 24 of the Commission’s Rules of Practice [17 CFR 201.24]. The rules under both the 
1933 Act and the 1940 Act are subject to the limitations of Rule 24. Since the provisions of Rule 24 may be 
amended from time io time, Registrants are advised to review the Rule as in effect at the time the Registration 
Statement is filed prior to incorporating by reference any document as an exhibit to such Registration Statement. 


Documents Comprising Registration Statement or Amendment 


1. A Registration Statement or an amendment thereto filed under both the 1933 and 1940 Acts shall consist of 
the facing sheet of the Form, Part |, Part I1, required signatures, and all other documents which are required or 
which the Registrant may file as a part of the Registration Statement. 


2. Except for an amendment to a 1933 Act Registration Statement filed pursuant to the provisions of Section 
24(e) of the 1940 Act, a Registration Statement or an amendment thereto which is filed under only the 1933 
Act shall contain all the information and documents specified in paragraph 1 of this Instruction F. 


j 
3. An amendment to a 1933 Act Registration Statement filed pursuant to the provisions of Section 24(e) of “@ | 
n 


1940 Act to register additional securities shall consist of the facing sheet of the Form, required signatures, a 
an opinion and consent of counsel as to the legality of the securities being registered. 
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4. A Registration Statement or an amendment thereto which is filed under only the 1940 Act shall consist of the 
6 facing sheet of the Form, responses to all Items of Part | except Items 1, 2, 3, 4 and 5 thereof, responses to all 
items of Part Il except Item 9, required signatures, and all other documents which are required or which the 

Registrant may file as part of the Registration Statement. 


G. Preparation of the Registration Statement or Amendment 


1. Instruction for Part | (‘Prospectus’) where Form N-2 is filed under both the 1933 and 1940 Acts or only under 
the 1933 Act: 


a. The purpose of the prospectus is to inform investors. Hence, the information set forth in the prospectus 
must be presented in a clear, concise, understandable fashion. The prospectus should contain the informa- 
tion called for by Part | of the Form, except that no reference need be made to inapplicable Items. Except 
for Items 1, 2 and 3 of Part |, the information required by the- Items need not be set forth in the pro- 
spectus in the same order in which the Items appear in this Form. 


b. Where it is necessary or desirable to call attention to information duplicated elsewhere in the prospectus, 
appropriate cross-references should be used. 


c. The cross-reference sheet required by Rule 404(c) [17 CFR 230.404(c)] under the 1933 Act shall show 
the location in the prospectus of the information called for by the Items in Part I. 


d. Item 3, “Condensed Financial Information,” should not be further back in the prospectus than the fifth 


page thereof and should not be preceded by any other chart or table. In addition, the information required 
by Item 7 must be presented immediately following the information required by Item 3. 


2. Instructions for Part | where Form N-2 is filed only under Section 8(b) of the 1940 Act: 
a. Registrant need not complete Items 1, 2, or 3; 


b. |The numbers and captions of the items contained in Part | shall precede each response. Unless otherwise 
indicated, inapplicable items may not be omitted. 


3. Instructions for Part I! for all Registrants: 
a. _ If the filing is only under the 1940 Act, Item 9 need not be completed. 


b. The numbers and captions of the items contained in Part || should precede each response. Unless other- 
wise indicated, inapplicable items may not be omitted. 


4. Instructions for charts, graphs, tables and sales literature: 


a. A Registration Statement on this Form may include any chart, graph or table not inconsistent with the 
Statement of Policy of the Commission Relating to Advertising and Sales Literature Used in the Sale of 
Investment Company Shares [20 F.R. 793, January 31, 1955, as amended 22 F.R. 8977, November 5, 
1957] ; however, no chart, graph or table should precede the condensed financial information specified in 
Item 3. 


b. The prospectus should not be presented in fold-out or road-map type fashion. The use of colored print or 
} @ pages is not objectionable so long as it does not detract from the prospectus presentation. Pictures of 
management may be used. Type size requirements, which are the minimum acceptable standard, are spe- 

cified in Rule 420 [17 CFR 230.420] under the Securities Act. 
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lf “‘sales literature’ is included in the prospectuses, issuers should be aware of the following: (1) sales 
literature should not be of such quantity as to overly lengthen the prospectus, and it should not be s q 
placed as to obscure essential disclosure; (2) sales literature included in prospectuses is subject to and mus , 
comply with the Commission’s Statement of Policy referred to in paragraph a. of this Instruction; and (3) 

members of the National Association of Securities Dealers are not relieved of the filing and other require- 

ments of the NASD with respect to investment company sales literature. (See Securities Act of 1933 Re- 

lease No. 5359 dated March 19, 1973) [38 F.R. 7220]. 





Part I. INFORMATION REQUIRED IN PROSPECTUS OR REGISTRATION STATEMENT 


Item 1. Cover Page (Prospectus only) 


Every prospectus of a closed-end management investment company utilized to offer securities to the public 
shall include an outside front cover page containing on/y the following items of information: 


(a) 
(b) 
(c) 
(d) 


(e) 


(f) 


(g) 


Per Unit 


The name, address and telephone number of the Registrant; 
the date of the prospectus; 
the statement required by Rule 425 [17 CFR 230.425] under the 1933 Act; 

a statement advising investors to read and retain the prospectus for future reference; 


cross-reference to the narrative part of the prospectus which describes (a) commissions paid by versondl «q 
other than the Registrant, and other considerations to the underwriters, (b) finder’s fees or similar pay- 

ments made and (c) if any of the securities being registered are to be offered for the account of security 

holders, the name of each holder, the amount held by him and the amount offered for his account; 


at the discretion of the Registrant such legend, logotype, pictures, or other attention-getting devices not 
prohibited for use by investment companies in the Statement of Policy of the Commission Relating to 
Advertising and Sales Literature Used in the Sale of Investment Company Shares {20 F.R. 793, January 
31, 1955, as amended 22 F.R. 8977, November 5, 1957]; 


the information called for by the following table in substantially the tabular form indicated as to all secu- 
rities being registered which are to be offered for cash (estimate, if necessary): 


Price Underwriting Proceeds to 
to Discounts and Registrant or 
Public Commissions Other Persons 








Total 





(h) 
(i) 


the name and address of each principal underwriter of the Registrant; 


such other items of information as required by this Item and any Rule or Regulation of the Commission or 

of any other governmental authority having jurisdiction over the Registrant or the issuance of its secu- 

rities. Attention is directed to the provisions of Rules 425a [17 CFR 230.425a] and 426 [17 CFR § @ 
230.426] of the General Rules and Regulations under the 1933 Act regarding statements that may have to @ 

be set forth on the front or back cover page of the prospectus. 
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. If it is impracticable to state the price to the public, the method by which it is to be determined shall be explained. 
In addition, if the securities are to be offered at the market, or if the offering price is to be determined by a formula 
related to market prices, indicate the market involved and the market price as of the latest practicable date. 


2. The term ‘‘commissions’’ has the meaning given in paragraph (17) of Schedule A of the 1933 Act. Only commissions 
paid in cash by the Registrant or the selling security holders are to be included in the table. In addition any use of the 
proceeds for sales and distribution expenses must be disclosed in a footnote to the table specified in (f) above. 


Item 2. 


Item 3. 


Synopsis (Prospectus only) 


Immediately following the cover page and the table of contents required by Rule 421 [17 CFR 230.421] under 
the 1933 Act, set forth under an appropriate caption (and sub-captions if appropriate) in a carefully organized 
series of concise paragraphs a synopsis or summary of the contents of the prospectus highlighting the salient 
features of the offering and the Registrant with appropriate cross-references to detailed disclosures elsewhere in 


the prospectus. Such synopsis must precede any data furnished in response to Item 3 hereof. The synopsis must 
include: 


(a) the class of capital stock or other securities being offered for sale; 

(b) the names of each investment adviser and principal underwriter of the Registrant; 
(c) the extent of and market place for Registrant's securities; if none, so state, 

(d) the minimum initial and subsequent investment required, if any; 

(e) a brief description of the Registrant’s investment objectives; 


(f) a statement as to whether Registrant proposes to operate as a closed-end diversified or a closed-end non- 
diversified investment company; if non-diversified, cross-reference to the textual discussion which de- 
scribes any risks involved; 


(g) the nature of the business of the adviser and its experience in providing advice to investment companies; 
and the contractual rate and payment schedule of the investment advisory fee; 


(h) the principal risk or speculative factors; these factors may be due to such matters as an absence of an 
operating history of the Registrant or the nature of the business in which Registrant engages or proposes 
to engage; 


(i) any other material or unusual feature that Registrant wants to highlight (for example, important affirma- 
tive investment policies or potential conflicts between the Registrant and other entities). 


Condensed Financial Information 


(a) Furnish within the first five pages of the Registration Statement the following information for the Regis- 
trant, or for the Registrant and its subsidiaries consolidated as presc~ibed in Rule 6-02 [17 CFR 210.6-02] 
of Regulation S-X: 


PER SHARE INCOME AND CAPITAL CHANGES 
(for a share outstanding throughout the year) 


1. Investment income; 
2. expenses; 
3. net investment income; 


4. dividends from net investment income; 
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5. net realized and unrealized profits (losses) on securities; 
6. distributions from net realized profits on securities; q 
7. net increase (decrease in net asset value; 
8. net asset value at beginning of period; 
9. net asset value at end of period; 
RATIOS 
10. expenses to average net assets; 
11. net investment income to average net assets; 
12. portfolio turnover rate; 
13. number of shares outstanding at end of period. | 
| 
Instructions: 
1. The information shall be presented in comparative columnar form for each of the last ten fiscal years ) 
of the Registrant (or for the life of the Registrant and its immediate predecessors, if less) but only for | 
periods subsequent to the effective date of Registrant's first 1933 Act REgistration Statement. In 
addition, the information shall be presented for the period between the end of the latest fiscal year 
and the date of the latest balance sheet or statement of assets and liabilities furnished. % « 
2. Per share amounts shall be given at least to the nearest cent. If the computation of the offering price 
is extended to tenths of a cent or more, then the amounts on the table shall be given in tenths of a | 
cent. | 
; 
3. Appropriate adjustments shall be made and indicated in a footnote to reflect any stock split-up or 
stock dividend during the period. 
4. If the investment adviser has been changed during the period covered by this Item, the date(s) of 
such change(s) should be shown in a footnote. 
5. |The condensed financial information shall be audited. 
6. The amount to be shown at caption 3 is derived by adding (deducting) the increase (decrease) per 
share in undistributed net income for the year to dividends from net investment income per share for 
the year (caption 4). Such increase (decrease) may be derived from a comparison of the per-share 
figures obtained by dividing the undistributed net income at the beginning and end of the year by the 
number of shares outstanding on those respective dates. (Any other acceptable method should be 
explained in a footnote to this table.) The amounts to be shown at captions 1 and 2 are derived by 
applying to the net investment income on a per-share basis the ratio of such items, as shown in the 
financial statements prepared under Rule 6-04 [17 CFR 210.6-04] of Regulation S-X, to the net 
income as shown in such statements. 
7. “Expenses,” as used in caption 2 above, include the expenses described in captions 2 and 3 of Rule 
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6-04 [17 CFR 210.6-04] of Regulation S-X. If there were income deductions such as those described @ «@ 
in captions 4 and 6 of that Rule, compute the per-share amounts thereof and state them separately 
immediately after caption 2 above. 








10. 


11. 


12. 


13. 


The amount to be shown at caption 5, while mathematically determinable by the summation of 
amounts computed for as many periods during thy year as shares were sold or repurchased (which 
could be as often as twice daily) is also the balancing figure derived from the other figures in the 
statement and should be so computed. The amount shown at this caption for a share outstanding 
throughout the year may not acord with the change in the aggregate gains and losses in the portfolio 
securities for the year because of the timing of sales and repurchase of Registrant's shares in relation 
to fluctuating market values for the portfolio. 


Distributions not exceeding the capital gains computed on the Federal tax basis may be treated as 
distributions from net realized profits on securities for purposes of the above table, even though they 
exceed such profits on a book basis. 


If any distributions were made from capital sources other than net realized profits on securities, state 
the per share amounts thereof separately immediately below caption 6. In a footnote indicate the 
nature of such distributions. 


The ‘‘average net assets,’’ as used in captions 10 and 11 shall be computed upon the basis of the value 
of the net assets determined no less frequently than as of the end of each month, except that the 
average value of securities for which market quotations are not available may be based upon the value 
of such securities as of the end of the preceding quarter. 


The portfolio turnover rate to be shown at caption 12 shall be calculated in accordance with the 
following instructions: 


a. The rate of portfolio turnover shall be calculated by dividing (A) the lesser of purchases or sales 
of portfolio securities for the particular fiscal year by (B) the monthly average of the value of 
the portfolio securities owned by the Registrant during the particular fiscal year. Such monthly 
average shall be calculated by totaling the values of the portfolio securities as of the beginning 
and end of the first month of the particular fiscal year and as of the end of each of the succeed- 
ing eleven months, and dividing the sum by 13, except that the average value of securities for 
which market quotations are not available may be based upon the value of such securities as of 
the end of the preceding fiscal quarter. 


b. For the purposes of this Item, there shall be excluded from both the numerator and the de- 
nominator all U.S. Government securities (short-term and long-term) and all other securities 
whose maturities at the time of acquisition were one year or less. Purchases shall include any 
cash paid upon the conversion of one portfolio security into another. Purchases shall also in- 
clude the cost of rights or warrants purchased. Sales shall include the net proceeds of the sale of 
rights or warrants. Sales shall also include the net proceeds of redemptions of portfolio secu- 
rities by call or maturity. 


c. If during the fiscal year the Registrant acquired the assets of another investment company or of 
a personal holding company in exchange for its own shares, it shall exclude from purchases the 
value of securities so acquired, and from sales all sales of such securities made following a 
purchase-of-assets transaction to realign the Registrant's portfolio. In such event, the Registrant 
shall also make appropriate adjustment in the denominator of the portfolio turnover computa- 
tion. The Registrant shall make appropriate disclosure of such exclusions and adjustments in its 
answer to this Item. 


d. The Registrant may make any statement or explanation with respect to any significant varia- 
tions in the portfolio turnover rates during the three fiscal years. 


The number of shares outstanding at the end of each period may be shown to the nearest thousand 
(000 omitted), provided it is indicated that such has been done. 


Furnish the following information as of the end of each of the Registrant's last ten fiscal years with re- 
spect to each class of senior securities (including bank loans) of the Registrant. If consolidated statements 
were prepared as of any of the dates specified, the information shall be furnished on a consolidated basis: 
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(1) (2) (3) (4) 


Total Amount Involuntary 
Outstanding, Asset Liquidating 
Exclusive Coverage Preference 
of Treasury per Share or per Share of 
Year Securities Other Unit Senior Stock 
Instructions: 


1. Instruction 2 to paragraph (a) shall also apply to this paragraph. 


2. In lieu of the method described in Section 18(h) of the Act, asset coverage called fo; in column (3) 
shall be expressed in terms of dollar amounts per unit of each class of senior securities. If the Regis- 
trant has outstanding more than one class of securities, indicate the method used in computing the 


asset Coverage. 


Plan of Distribution 


With respect to the securities of Registrant being registered for public distribution, furnish the following infor- 


mation: 


(a) For each principal underwriter distributing Registrant's securities state: 


(1) name and principal business address; 


(2) nature of any material relationship with the Registrant (other than that of principal underwriter). 


(3) amount of securities underwritten; 


(4) nature of the obligation to distribute Registrant’s securities. 


efforts’’ arrangement. 


(b) State the price to the public. 


Instructions: 


1. If it is impracticable to state the price to the public, the method by which it is to be determined shall 
be explained. This explanation should include a brief description of the valuation procedure utilized 
by the Registrant in determining such prices. In addition, if the securities are to be offered at the 
market price, or if the offering price is to be determined by a formula related to market prices, 


(5) 
Approximate 
Market Value per 
Share or Other 
Unite (Exclude 
Bank Loans) 








indicate the market involved and the market price as of the latest practicable date. 


2. For restrictions on distributions and repurchase of securities by closed-end companies refer to Sec- 
tion 23 of the 1940 Act and Release No. 3187 thereunder [26 F.R. 1275]. 


3. Explain fully any difference in the price at which securities are offered to the public, as individuals 
and as groups, and to officers, directors and employees of the Registrant, its adviser or underwriter. 


(c) Describe the discounts and commissions to be allowed or paid to underwriters or dealers, including all 
cash, securities, contracts or other consideration to be received by underwriter or dealer in connectio 


with the sale of the securities. 
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Instruction: All that is required as to the nature of the underwriters’ obligation is whether the under- 
writers are or will be committed to take and to pay for all the securities if any are taken, or whether it is 
merely an agency or “best efforts’’ arrangement under which the underwriters are required to take and pay 
for only such securities as they may sell to the public. Conditions precedent to the underwriters’ taking 
the securities, including “market outs,’’ need not be described except in the case of an agency or “‘best 





( 














Instructions: 





1. The term “commissions” has the meaning given in paragraph (17) of Schedule A of the 1933 Act. 


2. The required description shall include disclosures of all commissions paid by other persons, other 
considerations paid to underwriters or dealers and any finder’s fees or similar payments made. 


3. If any dealers are to act in the capacity of underwriters and are to be allowed or paid any additional 
discounts or commissions for acting in such capacity, give the additional amounts to be so paid. 


(d) Describe briefly the plan of distribution of any securities which are to be offered otherwise than through 
an underwriter. 


(e) If any securities are to be offered for the account of security holders, state the name of each holder, the 
amount held by him and the amounts offered for his account. 


(f) If any of the securities being registered are to be offered otherwise than for cash, state briefly the general 
purposes of the distribution, the basis upon which the securities are to be offered, the amount of com- 
pensation and other expenses of distribution, and by whom such expenses are to be borne. 


Instruction: \f the distribution is to be made pursuant to a plan of acquisition, reorganization, readjust- 
ment or succession, describe briefly the general effect of the plan and state when it became or is to be- 
come operative. As to any material amount of assets to be acquired under the plan, furnish information 
corresponding to that required by Instructions 3 to 6. 


Item 5. Use of Proceeds 


State the principal purposes for which the net proceeds to the Registrant from the securities to be offered are 
intended to be used and the approximate amount intended to be used for each such purpose. 


Instructions: 


1. If any substantial portion of the proceeds has not been allocated in accordance with the investment objectives and 
policies, a statement to that effect shall be made together with a statement of the amount of proceeds not allocated. 


2. If any material part of the proceeds is to be used to discharge a loan, the item is to be answered as to the use of the 
proceeds of the loan if the loan was made within one year from the date this Form was filed; otherwise, it will suffice 
to state that the proceeds are to be used to discharge the indebtedness created by the loan. 


3. If any material amount of the proceeds is to.be used to acquire assets otherwise than in the ordinary course of 
business, briefly describe the assets and give the names of the persons from whom they are to be acquired. State the 
cost of the assets to the Registrant and the principle followed in determining such cost. 


Item 6. General Information and History 


(a) State the date and form of organization (e.g., a corporation, unincorporated association, common law trust, 
etc.) of the Registrant and the name of the state or other sovereign power under the laws of which it was 
organized. 


(b) If the Registrant has engaged in any business other than that of an investment company during the past five 
years, state the nature of such other business and give the approximate date on which the Registrant originally 
commenced business as an investment company. If the Registrant’s name was changed during the period, state 
its former name and the approximate date on which it was changed. Indicate briefly the nature and results of 


any bankruptcy, receivership or similar proceedings or any other material reorganization, readjustment or suc- 
cession during the period. 
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(c) 


(d) 


Item 7. 


(a) 


(b) 





in any transaction involving the purchase of any material amount of assets presently held by the Registrant )) 
any of its subsidiaries, other than in the ordinary course of business, describe the interest of the affiliate 
person in such transaction and state the cost of such assets to the purchaser and to the seller. 


If during the past three years any affiliated person of the Registrant had any material interest, direct or ant 


Instruction: No information need be given under paragraph (c) as to the interest of any affiliated person in any 
transaction exempted from Section 17 of the 1940 Act. 


State the history of public trading of the Registrant's securities in tabular form, by quarters for the last three 
fiscal years, showing the per share net asset value, and the per share market prices and the volume of trading. 
The net asset value and market price as of a recent date should also be stated. 


Instructions: 


1. If the Registrant's securities are publicly held, disclose whether the Registrant's securities have historically 
traded on the market for an amount equal to or exceeding net asset value, or less than net asset value. 


2. If the Registrant’s securities have no history of public trading, disclose that closed-end investment com- 
Panies’ securities frequently trade for amounts less than net asset value. 


3. State whether the Registrant’s securities are listed on a stock exchange. 


Investment Objectives and Policies 


Recital of the Investment Objectives: Describe clearly the investment objective(s) of the Registrant and state 
whether such objective(s) may be changed without the vote of the holders of a majority of the Registrant's 
outstanding voting securities. 


Instruction: \n responding to this Item, the Registrant should describe the types of securities in which it in! 
tends to invest and the types of securities which will constitute the major portfolio emphasis (for example, 
bonds, common stock, preferred stock and short-term obligations of governments, banks and corporations). In 
addition, if the Registrant intends to invest in something other than securities, this should be described. The 
investment objective(s) should not be inconsistent with the Registrant's name. 


Recital of Fundamental Policies: Describe the policy or the proposed policy of the Registrant with respect to 
each of the following activities (“fundamental policies’) and outline the extent, if any, to which the Registrant 
has engaged in such activities during the period covered by the financial statements filed herewith. 


Instruction: For the purposes of this Item, the term “fundamental policy” is defined as any policy which the 
Registrant has deemed to be fundamental or any policy which may not be changed without the approval of a 
majority of the Registrant’s outstanding voting securities. 


(1) The issuance of senior securities: Include in this response any fundamental policy with respect to short 
sales, purchases on margin and the writing of put and call options. 


(2) The borrowing of money: Describe the fundamental policy which limits or restricts the extent to which 
the Registrant may borrow money and give the purpose for which the proceeds will be used. 


(3) The underwriting of securities of other issuers: Include any fundamental policy with respect to the acquisi- 
tion of restricted securities (securities that must be registered under the Securities Act of 1933 before they 
may be offered or sold to the public). 


(4) The concentration of investments in a particular industry or group of industries: For the purposes of this 
item concentration is deemed to mean 25 percent or more of the value of the Registrant's assets invested r] 
in or proposed to be invested in a particular industry or group of industries. The Registrant’s name should ~~ 
not be inconsistent with the fundamental policy recited in response to this item. 
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(c) 


(d) 


Item 8. 


(a) 


(b) 


(c) 


(5) Purchase or sale of real estate and real estate mortgage loans: No information need be given in response to 


this item as to securities of companies whose investments in real estate are incidental to their primary line 
of business (i.e., banks). 


(6) Purchase or sale of commodities or commodity contracts: Describe the fundamental policy with respect to 
the power of the Registrant to engage in the purchase or sale of commodities and commodity contracts, 
including futures contracts in a contract market or other futures market. 


(7) The making of loans: For the purpose of this Item the term “loans” shall not include the purchase of a 
portion of an issue of publicly distributed bonds, debentures or other securities, whether or not the pur- 
chase was made upon the original issuance of the securities. However, the term “loan” includes the funda- 
mental polciy which permits the lending of cash or portfolio securities to any person and any agreement 
with another person which involves the acquisition of securities or other property by the Registrant with a 
concurrent agreement with such person to reacquire the securities or other property. 


(8) Any policy not recited above in respect of matters which the Registrant deems matters of fundamental 
policy. 


Instruction: The Registrant may reserve freedom of action with respect to any of the foregoing activities but in 
such cases shall express definitively, in terms of reasonable percentage of assets to be devoted to the particular 
activity, or otherwise, the maximum extent to which the Registrant intends to engage therein. See Release No. 
167 [11 F.R. 10993] under the 1940 Act. For the purposes of (6) above, attention is directed to the Com- 
modity Futures Trading Commission Act of 1974 (P.L 93-463, October 23, 1974). 


Recital of Investment Policies: Describe clearly the supporting investment policies, activities and techniques 
which are not deemed fundamental and which may be changed without shareholder approval (for example, 
investing for control of management or arbitrage activities). 


Instructions: 


1. In responding to this Item the Registrant should disclose the extent to which it will engage in and the risks 
inherent in each investment policy, technique and activity. 


2. State which policies, activities and techniques were not utilized by the Registrant during the period 
covered by the financial statements filed herewith. 


Portfolio Turnover: State the Registrant’s policy with respect to portfolio turnover. 


Instruction: \n responding to this Item the Registrant should set forth an estimate of the annual rate of port- 


folio turnover for the current fiscal year, given the investment objectives, policies, techniques and activities 
described in response to this Item 7. 


Tax Status 


State the Registrant’s current tax status under the Internal Revenue Code [26 CFR 0-699] and indicate 
whether Registrant anticipates any change in such status. 


Instruction: The response should summarize Registrant’s tax status at the time of filing as well as its intention 


with respect to qualification as a regulated investment company under the Internal Revenue Code (26 CFR 
0-699]. 


Describe the tax treatment accorded income dividends and capital gains distributions to both the Registrant and 
a shareholder of the Registrant. 


If not disclosed above, describe any special or unusual tax aspects of Registrant, such as taxation resulting from 


foreign investment or from status as a personal holding company, or any tax loss carry-forward to which Regis- 
trant may be entitled. , 


SEC DOCKET/561 








Item 9. Brokerage Allocation 


(a) If available, state for the period covered by the financial statements filed herewith: @) rt ( 


(1) The aggregate dollar amount of purchases and sales of the Registrant’s portfolio securities, other than 
Government securities. 


(2) The aggregate dollar amount of brokerage commissions paid by the Registrant. 


(3) The aggregate dollar amount, if any, of brokerage commissions paid by the Registrant to any affiliated 
person of the Registrant and the identity of each such affiliated person and all capacities in which such 
person is affiliated with the Registrant. 


Instructions: 


1. If an affiliated person of the Registrant either alone or together with others is a controlling person of such 
a broker/dealer, Registrant must disclose such fact but need not supply the specific amount or percentage 
of the outstanding voting securities of that broker/dealer which is owned by such a controlling person. 
With respect to any person named in response to this item, Registrant must disclose a// of the capacities in 
which such person is affiliated with that broker/dealer. 


2. See Instruction 1 to Item 10(a) of Part | for a definition of “control.” 


(b) State whether the Registrant or its investment adviser places orders for the purchase and sale of Registrant's 
portfolio securities. 


(c) State the factors considered by the Registrant or its investment adviser in allocating brokerage to affiliated and 


non-affiliated brokers, and a brief description of the importance given such factors in negotiating brokera / 
commissions. \ 


(d) If during the fiscal year dealers who sold shares of the Registrant, or broker-dealers who furnished services or 
benefits in the form of payment of expenses or otherwise’to the Registrant or to its investment adviser or to 
dealers who sold shares of the Registrant, participated in commissions or other compensation paid in connec- 
tion with purchases and sales of portfolio securities for the Registrant, either directly in payment for executing 
purchase and sale orders, or indirectly by participating in the commissions paid to the brokers who executed 
purchase and sale orders, furnish the following information: 


1. Describe specifically and fully the practice followed with respect to the degree of participation of such 
brokers or dealers in commissions or other compensation and the basis or bases upon which such partici- 
pation was allocated, including the nature of the services or benefits made available to the Registrant, its 
investment adviser, or dealers who sold shares of the Registrant. Include also a clear statement of the 
practice followed with respect to the allocation of commissions or other compensation paid on portfolio 
transactions effected in the over-the-counter market. 


2. State the names of and positions held, in the Registrant, investment adviser, underwriter, or otherwise, by 
the person or persons who made the determination as to the participations in commissions or other com- 
pensations as referred to in subparagraph (1) above. 


Instructions: 


1. Where participations in commissions or other compensation involved, in whole or in part, the application 
of a general or a specific formula or other determinant, as, for example, the relative sales of the Regis- 
trant’s shares, the answer should describe in detail such formula or other determinant. 


2. Describe any practice of according participations in commissionsor other compensation to brokers “@ ( 
dealers on combined basis in respect of portfolio transactions of the Registrant and other investment com- 
panies which have the same investment adviser or principal underwriter. 
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Item 10. 
6 


Item 11. 


> 


Pending Legal Proceedings 


With respect to any proceeding instituted by a government, or litigation in which either the Registrant, a prin- 
cipal underwriter or affiliated person of the Registrant, or an affiliated person of such affiliated person or such 
principal underwriter is a party defendant or respondent, set forth the information required below if the litiga- 
tion or proceeding would (1) have a material adverse effect upon the. Registrant or its assets, (2) be materially 
beneficial to the Registrant, and its board of directors believes that the benefit can be reasonably estimated and 
that there is a reasonable likelihood of recovery, (3) have a material adverse effect upon the Registrant's invest- 
ment adviser’s or underwriter’s ability to perform its contract with the Registrant or (4) if a governmental 


proceeding, it is under the Investment Company Act of 1940, the Securities Exchange Act of 1934 or the 
Securities Act of 1933: 


(a) the title of the litigation or governmental proceeding; 

(b) the name of the court in which the litigation is pending; 

(c) the date on which the litigation or governmental proceeding was instituted; 
(d) the principal parties to the litigation or governmental proceeding; 


(e) concisely and as precisely as practicable the nature and likelihood of the material effect on the Registrant. 


Instruction: No information need be given with respect to any litigation against the Registrant which involves a 
claim for damages if the amount involved, exclusive of interest and costs, does not in the opinion of counsel 
exceed 5 percent of the net asset value of the Registrant. However, if any proceeding presents substantially the 


same issues as other proceedings pending or known to be contemplated, the amount involved in such other 
proceedings shall be included in computing such percentage. 


Control Persons and Principal Holders of Securities 


Furnish the following information as of a specified date no more than 90 days prior to the date of filing the 
Registration Statement or an amendment thereto. 


(a) State the name and address of each person who controls the Registrant and state the effect of such control 
on the voting rights of other security holders. As to each such control person state the percentage of the 
Registrant's voting securities owned or other basis of control. If such control person is a company, give the 
state or other sovereign power under the laws of which it was organized and list all parents of such control 


person showing the basis of control and as to each parent the percentage of voting securities owned or 
other basis of control by its immediate parent. 


Instruction: For the purpose of this Item, “control” shall mean (i) the beneficial ownership, either 
directly or through one or more controlled companies, or more than 25 percent of the voting securities of 
a company; (ii) the acknowledgement or assertion by the Registrant of the existence of control; or (iii) an 
adjudication under Section 2(a) (9) or the 1940 Act, which has become final, that control exists. 


(b) State the name, address and percentage of ownership of each person who owns of record or is known by 
the Registrant to own of record or beneficially 5 percent or more of any class of the Registrant’s outstand- 


ing equity securities. 
Instructions: 
1. | The percentages are to be calculated on the basis of the amount of securities outstanding. 


2. If securities are being registered in connection with, or pursuant to a plan of acquisition, reorganiza- 
tion, readjustment or succession, indicate, as far as practicable, the status to exist upon consumma- 
tion of the plan on the basis of present holdings and commitments. 
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(c) 


3. If to the knowledge of the Registrant or any principal underwriter of its securities, 5 percent or more 
of any class of voting securities of the Registrant are or will be held subject to any voting trust or 
other similar agreement, this fact should be disclosed. 


4. Indicate whether the securities are owned both of record and beneficially, or record only, or benefi- 
cially only, and show the respective percentages owned in each manner. 


Show all equity securities of the Registrant owned by all officers, directors and members of the advisory 
board of the Registrant as a group, without naming them. In any case where the amount owned by direc- 
tors and officers as a group is less than 1 percent of the class, a statement to that effect will suffice. 


Item 12. Directors, Executive Officers and Advisory Board Members 


Furnish the information required by the following tables as to each director and executive officer of the Regis- 
trant, and if Registrant has an advisory board as to each member of such board. Also state the nature of any 
family relationship between persons listed. 


(1) (2) (3) (4) 


Positions and 


Principal Offices Held with 
Name and Positions and Occupations Other Affiliated 
Business Offices with during Past Persons or Principal 
Address Registrant 5 Years Underwriters 





Instructions: 


a. 


For the purposes of this Item, the term “executive officer’’ means the president, vice-president, secretary 
and treasurer, and any other officers who perform policy-making functions for the Registrant. The term 
“family relationship” means any relationship, by blood, marriage or adoption, not more remote than first 
cousin. 


Show also under column (3) the principal business of any corporation or other organization in which such 
principal occupation is carried on. 


List under column (4) the name of each affiliated person of the Registrant, other than members of the 
advisory board, with which any officer, director or member of the advisory board is connected in any 
Capacity and show all positions and offices held with such person. 


Item 13. Remuneration of Directors and Others 


Furnish the information required by the following table as to each of the persons specified below who received 
from the Registrant and its subsidiaries during the Registrant's last fiscal year aggregate remuneration in excess 
of $40,000 for services in all capacities: 


(a) 
(b) 
(c) 
(d) 
(e) 


each director, officer, and advisory board member of the Registrant; 
each affiliated person of the Registrant except investment advisers; 
each principal underwriter; 


each affiliated person of an affiliate or of a principal underwriter of the Registrant; 





,) 
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\@ 
each director, officer and member of the advisory board of the Registrant as a group, without naming $ 


them. 
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(1) (2) (3) (4) (5) 


Capacities Estimated 

in Which Amounts Accrued Annual 
Name of Remuneration Aggregate during Registrant’s Benefits upon 
Person Was Received Remuneration Last Fiscal Yéar Retirement 





Instructions: 


1. 


This Item applies to any person who was a director, officer or member of the advisory board of the 


Registrant at any time during the last fiscal year. The information is to be given on an accrual basis if 
practicable. 


If the Registrant has not completed its first full fiscal year since its organizaton, the information shall 
be given for the current fiscal year, estimating future payments if necessary. 


Columns (4) and (5) should be answered only for those persons named in response to paragraph (a) 
of this item and should include all pension or retirement benefits proposed to be paid by the 
Registrant under any existing plan in the event of retirement at normal retirement date, directly or 
indirectly, by the Registrant or any of its subsidiaries to each such person. 


Column (4) need not be answered with respect to payments computed on an actuarial basis pursuant 
to any plan which provides for fixed benefits in the event of retirement at a specified age or after a 
specified number of years of service. 


The information called for by column (5) may be given in a table showing the annual benefits payable 
upon retirement to persons in specified salary classifications. 


In the case of any plan (other than those specified in Instruction 3) where the amount set aside each 
year depends upon the amount of earnings of the issuer or its subsidiaries for such year or a prior 
year, or where it is otherwise impracticable to state the estimated annual benefis upon retirement, 
there shall be set forth, in lieu of the information called for by column (5), the aggregate amount set 
aside or accrued to date, unless it is impracticable to do so, in which case there shall be stated the 
method of computing such benefit. 


Item 14. Custodian of Portfolio Sucurities 


State the name, principal business address and, if other than a commercial bank, trust company, or depository 
registered with the Commission, the nature of the business of each person holding portfolio securities of the 
Registrant as custodian. 


Instructions: 


1. 


If Registrant’s custodian arrangements authorized the use of a central depository, the response should 
include a description of the services to be provided by the depository. 


If an affiliated person of the Registrant or an affiliated person of such an affiliated person acts as 
custodian for the Registrant’s portfolio securities, the response should include a description of the services 
performed by any such person and the basis for remuneration. 


Item 15. /nvestment Advisers 


(a) 


Furnish the following information with respect to each investment adviser: 


(1) 


name and principal business address; 
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(2) a description of its business history as an adviser, including the number of years it has been in the 
advisory business; the total amount of assets it manages; the types of investment portfolios it ra® 
managed; the names of all controlling persons of the investment adviser and the basis of control of 
the investment adviser and its controlling persons by its immediate controlling person; and, if 
material to such history, the business history of any organization which controls the adviser; 





(3) mame and address of any affiliated person of the Registrant who is also an affiliated person of the 
investment adviser and the nature of such affiliation; 


Instruction: \f an affiliated person of the Registrant either alone or together with others is a 
controlling person of the investment adviser, Registrant must disclose such fact but need not supply 
the specific amount or percentage of the outstanding voting securities of the investment adviser 
which is owned by such a controlling person. With respect to any person named in response to this 
Item, Registrant must disclose a// of the capacities in which such person is affiliated with the 
investment adviser. See Instruction to Item 11(a) of Part | for a definition of “control.” 


(4) the method of computing the advisory fee payable by the Registrant; 


Instruction: \f the advisory fee payable by the Registrant varies depending on the Registrant's 
investment performance in relation to some standard, such standard must be set forth along with a 
fee schedule in tabular form. Registrant may include examples showing the fees the adviser would 
earn at various levels of performance, but such examples must include calculations showing the 
maximum and minimum fee percentages which could be earned under the contract. 


(5) the net dollar amounts paid to the adviser by the Registrant under the investment advisory contract 
for the period covered by the financial statements filed herewith; 


or paid for wholly or in substantial part by the investment adviser in connection with the investment 


(6) a description of all services performed for or on behalf of the Registrant, which services are supplied a 
advisory contract; 





(7) a brief description of any expense limitation provision and a statement of the amounts of any 
reimbursements paid or reductions of advisory fee furnished by the adviser pursuant to any such 
provision for the period covered by the financial statements filed herewith. 


Instruction: Where a Registrant is subject to more than one expense limitation provision, it need 
describe only the most restrictive of such provisions. 


(b) Furnish a description of all fees, expenses and costs of the Registrant which are to be paid by persons 
other than the investment adviser or the Registrant, and identify such persons. 


(c) Furnish a summary of the material provisions and purposes of any other management-related, 
bookkeeping or similar services contracts between the Registrantzand the adviser or any other persons 
performing such contracts, indicating the net dollar amounts paid by the Registrant pursuant to any such 
contract for the period covered by the financial statements filed herewith. 


Instructions: 


1. The term “similar services’ is not intended to include services performed by any person in the 
Capacity of custodian, transfer agent or dividend-paying agent for the Registrant; services for which 
payment is made at a standard rate for mailing proxies or periodic reports to the shareholders of the 
Registrant, or the like; or any service for which aggregate payments of less than $500 were made 
during the period coverd by the financial statements filed herewith. 


2. In summarizing the material provisions and purposes of this type of contract state the name of the 
person providing the services; the direct or indirect relationship, if any, of such person with the 
Registrant, its investment adviser or its principal underwriter; the nature of the services provided; and q 
the amount and basis of the compensation paid for the services for the period covered by the 
financial statements filed herewith. 
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(d) 


If any person (other than a bona fide director, officer, member of an advisory board or employee of the 
Registrant, as such, or a person named as an investment adviser in response to Item (a) above), pursuant to 
any understanding, whether formal or informal, regularly furnishes advice to the Registrant or to the 
investment adviser of the Registrant with respect to the desirability of the Registrant’s investing in, 
purchasing or selling securities or other property, furnish the following information: 


(1) the name of such person; 
(2) adescription of the circumstances involved and the nature of the advice or information furnished; 


(3) the remuneration (including participation, directly or indirectly, in commissions or other 
compensation paid in connection with transactions in portfolio securities of the Registrant) paid for 
such advice or information, and a statement as to how such remuneration was paid and by whom it 
was paid for the period covered by the financial statements filed herewith. 


Instruction: \nformation need not be included in response to this item with respect to any of the 
following: (i) persons whose advice was furnished to the investment adviser or the Registrant solely 
through uniform publications distributed to subscribers thereto or (ii) persons who furnished the 
investment adviser or the Registrant with only statistical and other factual information, advice 
regarding economic factors and trends or advice as to occasional transactions in specific securities, 
but without generally furnishing advice to them or making recommendations to them regarding the 
purchase or sale of securities by the Registrant. 


Item 16. Defaults and Arrears on Senior Securities 


(a) 


(b) 


State, as to each issue of long-term debt of the Registrant which is in default on the date of filing, with 
respect to the payment of principal, interest or amortization: (1) nature of default; (2) date of default; 
and (3) amount of default. 


State as to each issue of capital stock of the Registrant on which any accumulated dividend is in arrears at 
the date of filing: (1) title of issue; and (2) amount per share in arrears. 


Item 17. Capital Stock 


(a) 


(b) 


(1) 
Title 


Class 





With respect to each class of capital stock of the Registrant, state the title of such class, and provide the 
following information: 


(1) Outline briefly (i) dividend rights or limitations, (ii) voting rights, (iii) liquidation rights, (iv) 
pre-emptive rights, (v) conversion rights, (vi) redemption provision, (vii) sinking fund provisions, and 
(vii) liability to further calls or to assessment by the Registrant. 


(2) If the rights of holders of such stock may be modified otherwise than by a vote of a majority or more 
of the shares outstanding, voting as a class, so state and explain. 


(3) Outline any restriction on the repurchase or redemption of shares by the Registrant while there is an 
arrearage in the payment of dividends or sinking fund installments. 


Furnish the following information, in substantially the tabular form indicated as to each class of 
authorized securities of the Registrant. The information is to be furnished as of a date within 90 days of 
the filing of this Registration Statement or amendment thereto. 


(2) (3) (4) 
Amount Held by Amount Outstanding 
Amount Registrant or Exclusive of Amount 
Authorized for its Account Shown under (3) 
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Item 18. 


Item 19. 


Item 20. 





Instructions: 


1. If the rights evidenced by any class of securities being described are materially limited or qualified by 
the rights of any other class of securities, include such information regarding such other securities as 
will enable investors to understand the rights evidenced by the securities being described. 


2. A negative response is required if any of the above rights or restrictions do not apply to any class of 
stock. 


3. The Registrant should include in the description of rights outlined in paragraph (a) above a statement 
of the policy it will follow in deciding when to pay dividends from its net investment income and 
make distributions of any realized capital gains to shareholders. Also include Registrant's policy on 
reinvestment of dividends. 


Long-Term Debt 


(a) With respect to each class of long-term debt of the Registrant, state the title of such class, and outline the 
following: 


(1) any provision with respect to interest, maturity, conversion, redemption, amortization, sinking fund 
or retirement; 


(2) any provision with respect to any lien which restricts the declaration of dividends, requires the 
maintenance of any ratio of assets, or requires the creation or maintenance of reserves or the 
maintenance of properties; 


(3) any provision which permits or restricts the issuance of additional securities, the incurring of 
additional debt, the release or substitution of assets securing the issue, the modification of the terms 
of the security, and similar provisions. 


(b) Name the trustee and specify the nature of any material relationship with the Registrant or any of its 
affiliates, the percentage of securities of the class necessary to require the trustee to take action, and what 
indemnification the trustee may require before proceeding to enforce the lien. 

Instructions: 


1. The Instructions to Item 17 shall also apply to this Item. 


2. Revievant statutory restrictions must be described. 


Other Securities 


With respect to each class of any authorized securities other than capital stock or long-term debt of the 
Registrant, outline briefly the rights evidenced thereby. If the securities are subscription warrants or rights, state 
the title and amount of securities called for, and the period during which and the prices at which the warrants 
or rights are exercisable. 


Instruction: The Instructions to Item 17 shall also apply to this. Item. 


Financial Statements 


The Registration Statement in Part | of this Form shall contain, in a separate section following the responses to 
the foregoing Items, the financial statements specified in the following Instructions: 


Instructions as to Financial Statements: These instructions specify the financial statements required to be filed 
as a part of a Registration Statement on this Form. Article 6 of Regulation S-X [17 CFR 210.6-10 to 210.6-10] 
governs the certification, form and content of the statements required, including the basis of consolidation, and 
prescribes the statements of surplus and schedules to be filed support thereof. 
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Statements of the Registrant 


@* rf 


Balance Sheets and Statements of Assets and Liabilities: 


a. The Registrant shall file a certified balance sheet or statement of assets and liabilities as of the close of its 
latest fiscal year unless such fiscal year has ended within 90 days prior to the date of filing, in which case 
the statements may be as of the close of the preceding fiscal year. 


b. If the latest fiscal year of the Registrant has ended within 90 days prior to the date of filing and the 
statement required by paragraph a. is filed as of the end of the preceding fiscal year, there shall be filed as 
an amendment to the Registration Statement, within 120 days after the date of filing, a certified 
statement of the Registrant as of the end of its latest fiscal year. 


Statements of Income and Expense, Realized and Unrealized Gain or Loss on Investments: The statements 
specified in Rules 6-04, 6-05 and 6-06 [17 CFR 210.6-04, 05 and 06] of Regulation S-X shall be filed for the 
Registrant for each of its last three fiscal years preceding the date of the statement required by Instruction 1.2. 


and for the fiscal year immediately preceding the date of each statement filed pursuant to Instruction 1.b. Such 
statements shall be certified. 


B. Consolidated Statements 


3. 


Consolidated Balance Sheets and Statements of Assets and Liabilities: 


a. There shall be filed a certified consolidated balance sheet or statement of assets and liabilities of the 
Registrant and its subsidiaries as of the close of the latest fiscal year of the Registrant, unless such fiscal 
year has ended within 90 days prior to the date of filing, in which case this statement may be as of the 
close of the preceding fiscal year. 


b. If the latest fiscal year of the Registrant has ended within 90 days prior to the date of filing and the 
statement required by paragraph a. is filed as of the end of the preceding fiscal year, there shall be filed as 
an amendment to the Registration Statement, within 120 days after the date of filing, a certified 


consolidated balance sheet or statement of assets and liabilities of the Registrant and its subsidiaries as of 
the end of the latest fiscal year. 


Consolidated Statements of Income and Expense, Realized and Unrealized Gain or Loss on Investments: The 
statements specified in Rules 6-04, 6-05 and 6-06 [17 CFR 210.6-04, 05 and 06] of Regulation S-X shall be 
filed for the Registrant and its subsidiaries consolidated for each of the last three fiscal years preceding the date 
of the consolidated statement required by Instruction 3.a. and for the fiscal year immediately preceding the 
date of each consolidated statement filed pursuant to Instruction 3.b. Such statements shall be certified. 


C. Unconsolidated Subsidiaries 


5. 


Unconsolidated Subsidiaries: 


a. Subject to Rules 4-03 [17 CFR 210.4-03] and 6-02 [17 CFR 210.6-02] of Regulation S-X regarding 
group statements of unconsolidated subsidiaries, there shall be filed for each subsidiary of the Registrant 
not consolidated, the financial statements which would be required if the subsidiary were itself a 
Registrant. However, the profit and loss statements or statements of income and expense, realized and 
unrealized gain or loss on investments filed for any subsidiary which is less than majority-owned need 


cover only the last fiscal year immediately preceding the date of the balance sheet or statement of assets 
and liabilities filed for such subsidiary. 


b. If the fiscal year of any unconsolidated subsidiary ends within 90 days before the date of filing the 
Registration Statement, or ends after the date of filing, the financial statements of the subsidiary may be 


filed as an amendment to the Registration Statement within 120 days after the end of the subsidiary’s 
fiscal year. 
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D. General Provisions 


a. 





Omission of Statements Required by Instruction 5: Notwithstanding Instruction 5, there may be omitted from 
the Registration Statement all financial statements of any one or more unconsolidated subsidiaries if all such 
subsidiaries for which statements are so omitted, considered in the aggregate as a single subsidiary, would not 
constitute a significant subsidiary. 





Reorganization or Succession: 


a. __If, during the period for which statements of income and expense, realized and unrealized gain or loss on 
investments are rquired to be filed with the Registration Statement, the Registrant has emerged from a 
reorganization in which substantial changes occurred in its asset, liability, capital share, surplus or reserve 
accounts, a brief explanation of such changes shall be set forth in a note or supporting schedule to the 
balance sheets or statements of assets and liabilities filed. 


b. If, during such period, the Registrant has acquired by merger, consolidation or other succession one or 
more businesses representing, in the aggregate, assets valued in excess of 15% of the value of the 
Registrant’s assets at the time of filing, the additions, eliminations and other changes effected in the 
succession shall be appropriately set forth in a note or supporting schedule to the balance sheets or 
statements of assets and liabilities filed. In addition, profit and loss or income statements for each business 
so acquired, or combined statements if appropriate, shall be filed for such period prior to the succession as 
may be necessary when added to the time, if any, for which profit and loss or income statements after 
succession are filed to cover the equivalent of three full fiscal years. 


Filing of Other Statements in Certain Cases: The Commission may, upon the informal written request of the 
Registrant, and where consistent with the protection of investors, permit the omission of one or more of the 
statements herein required or the filing in substitution therefor of appropriate statements of comparable 
character. The Commission may also by informal written notice require the filing of other statements in ) y 
addition to, or in substitution for, the statements herein required in any case where such statements are 
necessary for an adequate presentation of the financial condition of any person whose financial statements are 
required, or whose statements are otherwise necessary for the protection of investors. 








era 2: | be 4 
E. Historical Financial Information 


9. 


Scope of Part E.: The information required by Part E shall be furnished for the seven-year period preceding the 
period for which profit and loss statements or statements of income and expense, realized and unrealized gain 
or loss on investments are filed, as to the accounts of each person whose balance sheet or statement of assets 
and liabilities is filed. The information is to be given as to all of the accounts specified whether they are 
presently carried on the books or not. Part E does not call for an audit, but only for a survey or review of the 
accounts specified. It should not be detailed beyond a point material to an investor. Information may be 
omitted, however, as to any person for whom equivalent information for the period has been filed with the 
Commission pursuant to the Securities Act of 1933 or the Securities Exchange Act of 1934. 


10. Revaluation of Assets: 


a. If there were any material increases or decreases in investments, in property, plant and equipment, or in 
intangible assets, state (i) in which year or years such revaluations were made, (ii) the amounts of such 
increases or decreases, and the accounts affected, including all related entries, and (iii) if in connection 


with such revaluations any related adjustments were made in reserve accounts and amounts with 
explanations. 


b. Information is not required as to adjustments made in the ordinary course of business, but only as to 


major revaluations made for the purpose of entering in the books current values, reproduction cost, or any 
values other than original cost. 


c. No information need be furnished with respect to any revaluation eritry which was subsequently reversed & 
or with respect to the reversal of a revaluation entry recorded prior to the period if a statement as to the 
reversal is made. 
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Capital Shares: 





a. If there were any material restatements of capital shares which resulted in transfers from capital share 
liability to surplus or reserve, state the amount of each such restatement and all related entries. No 
statement need be made as to restatements resulting from the declaration of share dividends. 


b. If there was an original issue of capital shares any part of the proceeds of which was credited to accounts 


other than capital share accounts, state the title of the class, the accounts and the respective amounts 
credited thereto. 


12. Debt Discount and Expense Written Off: \f any material amount of debt discount and expense, on long-term 
debt still outstanding, was written off earlier than as required under any periodic amortization plan, give the 


following information: (i) title of the securities, (ii) date of the writeoff, (iii) amount written off and (iv) to 
what account charged. 


13. Other Changes in Surplus: \f there were any material increases or decreases in surplus, other than those 
resulting from transactions specified above, the closing of the income and profit and loss accounts or the 
declaration or payment of dividends, state (i) the year or years in which such increases and (iii) the accounts 
affected, including all material related entries. Instruction 10.c. above shall also apply here. 


14. Predecessors: The information shall be furnished, to the extent it is material, as to any predecessor of the 
Registrant from the beginning of the period to the date of succession, not only as to the entries made 
respectively in the books of the predecessor or the successor, but also as to the changes effected in the transfer 
of the assets from the predecessor. However, no information need be furnished as to any one or more pre- 
decessors which, considered in the aggregate, would not constitute a significant predecessor. 


15. Omission of Certain Information: 


® a. No information need be furnished as to any subsidiary, whether consolidated or unconsolidated, for the 


period prior to the date on which it became a subsidiary of the Registrant or a predecessor for which 
information is required above. 


b. No information need be furnished hereunder as to any one or more unconsolidated subsidiaries for which 
separate financial statements are filed if all subsidiaries for which the information is so omitted, considered 
in the aggregate as a single subsidiary, would not constitute a significant subsidiary. 


c. Only the information specified in Instruction 10 need be given as to any predecessor or any subsidiary 
thereof if immediately prior to the date of succession thereto by a person for which information is 
required the predecessor subsidiary was in insolvency proceedings. 


16. Instruction for Financial Statements in Prospectus: 


a. If any balance sheet or statement of assets and liabilities filed is not as of a date within 90 days prior to 
the date of filing the Registration Statement on this Form, there shall also be included in the prospectus a 
corresponding balance sheet or statement of assets and liabilities as of a date within 90 days prior to the 
date of filing and the related statements prescribed by Article 6 [17 CFR 210.6-01 to 210.6-10] of 
Regulation S-X from the close of the latest fiscal year for which such statements are included up to the 
date of the balance sheet or statement of assets and liabilities required by this paragraph. The statements 
required by this paragraph need not be certified, but if they are certified the balance sheet or statement of 
assets and liabilities as of the end of the last fiscal year may be omitted. 


b. Nothwithstanding the requirements the following may be omitted from the prospectus of a registered 
investment company: 


(i) the statements of any subsidiary which is not a majority-owned subsidiary; 
9 (ii) all schedules in support of the most recent balance sheet or statement of assets and liabilities filed 
except the following: Schedule |; columns A, E, F and G of Schedule II; and columns A, B, C and D 
of Schedule I11, omitting the information called for by paragraph (b) of footnote 1 to Column A; 
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PART Il. 


Item 1. 


Item 2. 





(iii) the historical financial information called for by Part E. ¢) 





c. The Registrant may, at its option, furnish all financial statements specified in paragraphs a. and b. above in 
Part Il of the Registration Statement and include only the following statements in its prospectus: 


(i) A statement of assets and liabilities in which the details of Schedules |, I! and III prescribed by 
Instructions a. and b. above may be substituted for the summaries of these items as prescribed by 
Rule 6-03 [17 CFR 210.6-03] of Regulation S-X. The specimen price-make-up sheet required by 
Item 16.a. may be furnished as a continuation of this statement. If this option is elected, the 
statement required by Rule 6-09 [17 CFR 210.6-09] may be omitted from the prospectus. 


(ii) An income statement for the latest fiscal year in the form specified in Rule 6-04 [17 CFR 210.6-04] 
of Regulation S-X, including, on the same page, (1) the items specified in caption 5 of Rule 6-05 [17 
CFR 210.6-05] and caption 2 of Rule 6-06 [17 CFR 210.6-06] , and (2) the ratio of total operating 
and management expenses to total investment income. ‘‘Total operating and management expenses” 
means the aggregate of the expenses described in captions 2 and 3 of Rule 6-04 [17 CFR 210.6-04] 
of Regulation S-X. ‘Total investment income” does not include equalization adjustments. 


(iii) Statements of changes in net assets for the three full fiscal years prior to the date of filing (or for the 
life of the Registrant, if less) as prescribed by Rule 6-08 [17 CFR 210.6-08] . 


Except that the statement prescribed by (ii) above is required for only one fiscal year and an interim 
period, if any, to within 90 days of filing, the instructions as to dates and certification prescribed in 
Item 16.a above shall be applicable to the optional statements permitted by this Instruction 3. 


d. Regulation S-X governs the certification, form and content of the financial statements required, in- 


cluding the basis of consolidation, and prescribes the statements of surplus and schedules to be filed 
in support thereof. ) 











OTHER INFORMATION | 


Marketing Arrangements | 


Briefly describe any arrangement known to the Registrant or to any person named in answer to Item 4, or to 
any person specified in Item 11(b) of Part |, made for any of the following purposes: 


(a) to limit or restrict the sale of other securities of the same class as those to be offered for the period of | 
distribution; 


(b) to stabilize the market for any of the securities to be offered; 
(c) to hold each underwriter or dealer responsible for the distribution of his participation. 


Instruction: \f the answer to this Item is contained in an exhibit, the Item may be answered by cross-reference 
to the relevant paragraphs of the exhibit. 


Other Expenses of Issuance and Distribution 


securities being registered, other than underwriting discounts and commissions. If any of the securities being J) 


Furnish a reasonably itemzied statement of all expenses in connection with the issuance and distribution of the 
~ 4 | 


registered are to be offered for the account of security holders, indicate the portion of such expenses to be 
borne by such security holders. 
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Item 3. 


Item 4. 


Instruction: \nsofar as practicable, registration fees, federal taxes, state taxes and fees, trustees’ and transfer 
agents’ fees, cost of printing and engraving, and legal, accounting and engineering fees shall be separately 


itemized. The information may be given as subject to future contingencies. If the amounts of any Items are not 
known, estimates designated as such shall be given. 


Indemnification 


State the general effect of any contract, arrangement or statute under which any director, officer, underwriter 
or affiliated person of the Registrant is insured or indemnified in any manner against any liability which may be 


incurred in such capacity, other than insurance provided by any director, officer, affiliated person or 
underwriter for their own protection. 


Instruction: \n responding to this Item the Registrant should take note of the requirements of Rule 460 [17 
CFR 230.460] under the 1933 Act and Section 17 of the 1940 Act. 


Financial Statements and Exhibits 


List all financial statements and exhibits filed as part of the Registration Statement. 


(a) Financial statements: 


Instruction: Designate those financial statements included in Part | and those financial statements 
included in Part II of the Registration Statement. 


(b) Exhibits: 


— 


(1) 


(2) 
(3) 


(4) 


(5) 


(6) 
(7) 


(8) 


(9) 


(10) 


copies of the charter as now in effect; 
copies of the existing by-laws or instruments corresponding thereto; 


copies of any voting trust agreement with respect to more than 5 percent of any class of equity 
securities of the Registrant; 


specimens or copies of each security issued by the Registrant, including copies of all constituent 
instruments, defining the rights of the holders of such securities, and copies of each security being 
registered; 


copies of the constituent instruments defining the rights of the holders of long-term debt of all 
subsidiaries for which consolidated or unconsolidated financial statements are required to be filed; 
the instruments relating to any class of long-term debt of the Registrant or any subsidiary need not 
be filed if the total amount of securities authorized thereunder amounts to less than 2 percent of the 
total assets of the Registrant and its subsidiaries on a consolidated basis and if the Registrant files an 
agreement to furnish copies of such instruments to the Commission upon request. 


copies of all investment advisory contracts relating to the management of the assets of the Registrant; 


copies of each underwriting or distribution contract between the Registrant and a principal 
underwriter, and specimens or copies of all agreements between principal underwriters and dealers; 


copies of all bonus, profit sharing, pension or other similar contracts or arrangements wholly or 
partly for the benefit of directors or officers of the Registrant in their capacity as such; if any such 
plan is not set forth in a formal document, furnish a reasonably detailed description thereof; 


copies of all custodian agreements, and depository contracts under Section 17(f) of the 1940 Act, 


with respect to securities and similar investments, of the Registrant, including the schedule of 
remuneration; 


copies of all other material contracts not made in the ordinary course of business which are to be 
performed in whole or in part at or after the date of filing the Registration Statement; 
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Item 5. 


Item 6. 


Item 7. 


(11) an opinion and consent of counsel as to the legality of the securities being registered, indicating... 
whether they will when sold be legally issued; fully paid and non-assessable; ( 


} 


(12) copies of any other opinions, anpraisals or rulings, and consents to the use thereof relied on in the 
preparation of this Registration Statement or required by Section 7 of the 1933 Act; 


(13) all financial statements omitted from Item 20 of Part I; 
(14) copies of all powers of attorney; 


(15) copies of any agreements or understandings made in consideration for providing the initial capital 
between or among the Registrant, the underwriter, adviser, promoter or initial stockholders and 
written assurances from promoters or initial stockholders that their purchases were made for 
investment purposes without any present intention of redeeming or reselling. 


Instruction: Subject to the Rules regarding incorporation by reference, the foregoing exhibits shall be filed as 
part of the Registration Statement. Exhibits numbered 11-14 above are required to be filed only as part of a 
1933 Act Registration Statement. Exhibits shall be appropriately lettered or numbered for convenient 
reference. Exhbits incorporated by reference may bear the designation given in a previous filing. Where exhibits 
are incorporated by reference, the reference shall be made in the list of exhibits required above. 


Persons Controlled by or under Common Control with Registrant 


Furnish a list or diagram of all persons directly or indirectly controlled by or under common control with the 
Registrant and as to each such person indicate (1) if a company, the state or other sovereign power under the 
laws of which it was organized, and (2) the percentage of voting securities owned or other basis of control by 
the person, if any, immediately controlling it. 


Instructions: )) 


1. The list or diagram shall include the Registrant and shall be so prepared as to show clearly the relationship 
of each company named to the Registrant and to the other companies named. If any company is 
controlled by means of the direct ownership of its securities by two or more persons, so indicate by 
appropriate cross reference. 


2. Designate by appropriate symbols (i) subsidiaries for which separate financial statements are filed; (ii) 
subsidiaries included in the respective consolidated financial statements; (iii) subsidiaries included in the 
respective group financial statements filed for unconsolidted subsidiaries; (iv) other subsidiaries, indicating 
briefly why statements of such subsidiaries are not filed. 


Number of Holders of Securities 
State in substantially the tabular form indicated, as of a specified date within 90 days prior to the date of filing, 


the number of record holders, and the approximate number of beneficial holders to the best of the Registrant’s 
knowledge of each class of securites of the Registrant. 


(1) (2) (3) 


Number of Record Number of Beneficial 
Title of Class Holders Holders 





Location of Accounts and Records 





6 





With respect to each account, book or other document required to be maintained by Section 31(a) of the 19408 9 


Act and the Rules [17 CFR 2070.31a-1 to 31a-3] promulgated thereunder, furnish the name and address o 
each person maintaining physical possession of each such account, book or other document. 
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oe 8. 


Item 9. 


Business and Other Connections of Investment Adviser 


Describe any other business, profession, vocation or employment of a substantial nature in which each 
investment adviser of the Registrant, and each director, officer or partner of any such investment adviser, is or 


has been at any time during the past two fiscal years, engaged for his own account or in the capacity of 
director, officer, employee, partner or trustee. 


Instructions: 


1. State the name and principal business of any company with which any person specified above is connected 


in the capacity of director, officer, employee, partner or trustee, and the nature of such connection. 


2. The names of investment advisory clients need not be given in answering this Item. 


Undertakings 


Furnish the following undertakings in substantially the following form in all initial Registration Statements filed 
under the 1933 Act: 


(a) Registrant undertakes to suspend offering of its shares until it amends its prospectus if (1) subsequent to 
the effective date of its Registration Statement, the net asset value declines more than 10 percent from its 
net asset value as of the effective date of the Registration Statement or (2) the net asset value increases to 
an amount greater than its net proceeds as stated in the prospectus. 


(b) When a company proposes to raise its initial capital pursuant to Section 14(a) (3) of the Investment 
Company Act, it should undertake to file a post-effective amendment with certified financials showig the 
initial capital received, before accepting subscriptions from any persons in excess of 25. 


(c) If the securities being registered are to be offered to existing security holders pursuant to warrants or 
rights and any securities not taken by security holders are to be reoffered to the public, Registrant shall 
undertake to supplement the prospectus, after the expiration of the subscription period, to set forth the 
results of the subscription offer, the transactions by the underwriters during the subscription period, the 
amount of unsubscribed securities to be purchased by the underwriters and the terms of any subsequent 
reoffering thereof. If any public offering by the underwriters is to be made on terms differing from those 


set forth on the cover page of the prospectus, Registrant shall undertake to file a post-effective 
amendment to set forth the terms of such offering. 
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SIGNATURES ry 
} 


Pursuant to the requirements of the Securities Act of 1933 (and) (or) the Investment 
Company Act of 1940, the Registrant has duly caused this Registration Statement to be 
signed on its behalf by the undersigned, thereunto duly authorized, in the City of 
, and State of . 
on the a OT a er 














(Registrant) 


By 





(Signature and Title) 


Pursuant to the requirements of the Securities Act of 1933, this Registration State- 
ment has been signed below by the following persons in the capacities and on the dates 
indicated. 





(Signature) (Title) (Date) 


INSTRUCTIONS AS TO SUMMARY PROSPECTUSES 


The summary prospectus to be used pursuant to Rule 434A [17 CFR 230.434A] for companies whose securities 
are registered on Form N-2 shall be available only if (1) the Registration Statement is in effect, (2) the response to 
Items 6(b) and 4(c) of Part | is “Not Applicable,” and (3) if at such time Registrant intends to meet the requirements 
of Subchapter M, Sections 851-855 of the Internal Revenue Code during the current taxable year. No sales literature 
may be used unless it meets the requirements of Rule 134 and unless preceded or accompanied by the full statutory 
prospectus. The summary prospectus shall at the time of its use contain such of the information specified below as is 
then included in the Registration Statement. All other information and documents contained in the Registration 
Statement may be omitted. 


(a) The information contained in Item 2 of Part | must be included in the summary prospectus. 


(b) The information called for by Item 3 of Part | shall be set forth not further back in the summary prospectus 
than the third page thereof and shall not be preceded by any other chart or table. 


(c) The information in Item 7(b) must be contained herein if it is in the affirmative. In addition, the information 


) 








in Item 7(d) should be included if the portfolio turnover for the past three years has averaged over 75%. e 
oy 


(d) The summary prospectus must contain the legends required by Rules 425 and 434A(e) under the Securities ~ 
Act of 1933, and the following legend should be placed on the cover page: 
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ALL INTERESTED PERSONS SHOULD SEND FOR AND EXAMINE THE FULL PROSPECTUS BEFORE 
PURCHASING SHARES OF THE FUND. 


Instructions: 


1. If Registrant chooses to present the information required by Item 20 of Part |, it must be set forth in 
complete and uncondensed form, except insofar as Item 3 of Part | constitutes such a condensation. 


2. The Commission may, upon the request of the Registrant, and where consistent with the protection of 
investors, permit the omission of any of the information herein required or the furnishing in substitution 
therefor appropriate information of comparable character. The Commission may also require the inclusion of 
other information in addition to, or in substitution for, the information herein required in any case where 
such information is necessary or appropriate for the protection of investor. 





SEC DOCKET/577 





FORM N-1R 





Securities and Exchange Commission 
Washington, D.C. 20549 


ANNUAL REPORT OF 
MANAGEMENT INVESTMENT COMPANY 





—_——4 








Pursuant to Section 30 of the Investment Company Act of 1940 
and Section 13 or 15(d) of the Securities Exchange Act of 1934 


For Fiscal Year Ended 19 





Read the Form N-1R Instruction Book carefully before completing this form. 





Name of Registrant: Es Empl. Ident. No. 





Address of Principal Executive Office: {No. & Street, City, State, Zip Code) 








Investment Adviser(s): Name: IRS Empl. Ident. No. 


001 








002 





003 








Principal Underwriter(s): Name 
001 | 


Tks Empl. Ident. No. 





{ 


002 





003 








independent public accountant who signed 


opinion of accountant attached hereto: Name: HRS Emply. Ident No. 


| 
| 
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ITEM 1. Classification: 
a. Size: Value of total net assets A alia I "ic 
b. (1) Open-end - Sec. 5(a) (1) (yes or no) To 
(2) Closed-end - Sec. 5(a)(2) (yes or no) | 
c. (1) Diversified - Sec. 5(b)(1) (yes or no) |'---- 
(2) Non-diversified - Sec. 5(b)(2) (yes or no) 
d. (1) No-load fund - Sec. 10(d) (eC nor tS 
(2) No-load fund - other than Sec. 10(d) (yes or no) [ 
e. Exchange fund (yes or no) [~~~ 
f. Multiple series fund (yes or no) [| 
g. Limited partnership- (yes or no) | --*° 
h. Fund making continuous offering of its shares (yes or no) ———* 
i. Dual purpose company (yes or. no) [~~~ : 
j. Money market fund (yes or no) A 
k. Issuer of variable annuity contracts (yes or no) [~~~ 
-1. -Issuer-of variable life insurance contracts (yes or no) | 
ITEM 2. Diversification of Assets: 
a. (1) If registrant is a diversified company, state whether at all 
times during the fiscal year at least 75% of the value of 
its total assets was represented by cash and cash items 
(including receivables), Government securities, securities 
of other investment companies, and other securities as 
defined in Section 5(b)(1) of the Act (yes or no) ;--*- 
(2) If the answer to a(1) above is "no," state whether any 
discrepancy was wholly or partly the result of the 
acquisition by registrant of any security or other 
property - Sec. 5(c) (yes or no) |"~~~- 
Campanies in which registrant invested more than 5% of the value of its total assets 
- ab ome tee eee: the: Share weets +: 122 hereto er ahs FS“ ~~ =F - 
; Percent of 
: Date(s) Value | Value of 
Name: OF) Commpesime Scere = ae 30 78 Riss Seis = 50S ee eo ed Exceeded 5%---| Total Asset’ 
a % 
iene oe ane ee I ee oe ce ae % 
1) ER BIS eT ae ERR ase ay $ 
Re > Soe et i ieee aie pa ee Soir pe Shy cy BE SRA G ESE FY Sith Si Gane % 
( . 5) a ae ae I a i a ee a a a a er ee a ae a a eee . % 
Oe eee en Ieee eae eto! Beto ia tt, Sie me % 
BR: pees gp epee meek ae se seem RR i aia =: 
| PAIN ib AE A SRR RAR RR BBE SOS IE HU : REE wae z 
a aa ee ee eens? ae ee een RE a 
tS IRS aes RE OE COLE Re ee tos eR ESTs. |S klibi Ble % 
c. Companies more than 5% of whose outstanding voting securities were directly or indi- 


rectly owned, controlled, or held with the power to vote by the registrant at any 
| °° °° time during the fiscal year: - 












































Date(s) when {Percent of Voting 
Percentage Securities Owned 
No ate: ALC RITA GA eae maps haar min en alla da rer cea A ipa el Exceeded ~ 5%- - -| by Registrant: -- 
- ED} ree ae ee a ee ee a ea eee ee a eee ee ee ee ee ee a ee ee ee a ee oe % 
“AT SSSSSCRESSE SHS ASESKESCHSSSSCECSSESE SSE HEE COKSHRHKHHESCKEC CEE OKC KEHS DOSE SCSRSE SSE SCOSSSHSSEHSESHSSESESESEOEESEBESCS® $i 
1 SS. diana chmemcsesinaren n= tCASASRTLT ASSeNRNMMCLaantte: —imNnRameRN tC: “-¥ 
(iE) SRSA S Eas OS a eis Sead nines: Seve o SS aba! Aa SSE SG $i 
eB eMac ale 5 0 elie peicialieialalaaDaaabaa dated Cacia tcb Hate BE Sp eV RBS AR ea Pe 88S % 
(GR) RRR Ans SSG ei eh Ser Sanh eo! er RES ESERSE POG $ 
i( 7) SCCSCHeESEHE SASS SEEESER SEHR OA SE SESH ESE SHASEHSHAHKASCHEATHCEHREHRES SESE SC EA CHEK SSESERSE CHES AOCC BERGHE DE 
@ 1 Sede B Seibel i el eh lbh Laban Slants Scitech 3 
all Zi SIA Aish cig ied le lel allah nlili Bait, Selita’: SEAN SOBRE Hn ae 3 
ladles tf ie ta Ser Se Reade litt tebe laa tied ida Sil : Nekelichecbdindalacela cede (actos oa ictal % 
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ITEM 3. Condensed Financial Information: ()) 
Operating expense and income ratios: 
a. Ratio of operating expenses to total investment income 3 
b. Ratio of operating expenses to average net assets % 
c. Ratio of net income to average net assets i 3 
Total amounts used in camputing above ratios (not per share amounts): 
d. Total investment income $ 
e. Total operat ing CAPCHSeS $ 
f. Total net income $ 
g. Average net assets $ 
Capital changes 
h. Net asset value at beginning of fiscal year $ 
i. Net realized and unrealized profits or (losses) on securities-——7$ 
j. Distributions from realized capital gains $ 
k. Net asset value at end of fiscal year $ 
ITEM 4. Board of Directors Meetings: ‘ 
Meeting Number ; : EP REE Te Sy Bee ae eh 
a. Number of board members on meeting { 1 e] av omiee 
date regardless of attendance a i Lntty | 


(1) interested | 




















i | 
‘f (2) Non-interested | 
‘_b. Number of interested directors attending — = 5 
{ c. Number of non-interested directors attending { 








sale 
Pee 
es 
{ 














| 
j 





? 
TEM 5. Directors, Officers, and Members of Advisory Board: 
a. State whether registrant had a board of-directors more than 60% of 
the members of which were interested persons of the registrant--—(yes or no} | 
b. State whether 50% or more of the members of the board of directors 
of registrant were regular brokers for registrant or affiliated 
persons of any such brokers (yes or no) 





c. State whether 50% or more of the members of the board of directors 
of registrant were principal underwriters of securities issued by 
registrant or interested persons of any such principal 














under wr iter (yes or no) 
d. State whether 50% or more of the members of the board of directors 

of registrant were investment bankers or affiliated persons of any 

investment banker (yes or no) 
e. State whether a majority of the board of directors of registrant 

were officers, directors, or employees of any one bank----—--——-—(yes or mo) 
f. If registrant has an advisory board, state whether it was at any 

time during the fiscal year comprised of persons more than 60% of 

whom were interested persons of the registrant (yes or no) 





ITEM 6. Vacancies on Board of Directors: 
a. If any vacancy in the board of directors of registrant was filled 
by action of the board, state whether, immediately after the 
filling of any such vacancy, at least two-thirds of the directors 
then holding office had been elected by the holders of the out- 
standing voting securities of registrant at an annual or a special 
meeting of shareholders (yes or no) 
b. If at any time during the fiscal year less than a majority of the 
j directors of registrant then holding office had been elected by 
the holders of the outstanding voting securities of registrant, 
state whether a meeting of shareholders was held within sixty days 
for the purpose of electing directors to fill any existing vacan- 
cies in the board of directors (yes or no) 
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] [ITEM 7. Indemnification of Directors or Officers: | eer 


If during the fiscal year registrant made any payment in the nature of an 
indemnity payment on behalf of any person to indemnify such person against | 
any liability to the registrant or its shareholders resulting from the = 
conduct of such person's office, state the total amount of indemnity 
payments paid on behalf of all such persons Is 








ITEM 8. Indebtedness of Officers and Certain Non-interested Directors 
to Certain Other Persons: 


State whether there was any indebtedness (other than by virtue of margin 
accounts) of any director of registrant who was not then an interested 
person of registrant, or of any officer of registrant who was not then 
an interested person of registrant's investment adviser or principal 
underwriter, as the case may be, in an amount exceeding $1,000 to 
registrant's investment adviser or principal underwriter or to any 


























affiliated person thereof: (yes or no) 
ITEM 9. Business or Professional Relationships of Non-interested 
Directors with Registrant or with Certain Other Persons: 
State whether at any time since the beginning of registrant's last two 
fiscal years there existed any business or professional relationship 
between any director of the registrant who was not an interested person 
of registrant with: 
a. the registrant or the principal executive officer of the 
registrant . (yes or no) 
b. ay other investment company having the same investment adviser 
® or principal underwriter, or with the principal executive officer 
of such other investment company (yes or no) 
c. the registrant's investment adviser or principal underwriter (yes or no) 
d. the principal executive officer or any controlling person of the 
registrant's investment adviser or principal underwriter-——--————-—=(yes or no) 





ITEM 10. Transactions between Officers or Certain Non-interested 
Directors of Registrant and Certain Other Persons: 





State whether there was any transaction between registrant's investment 
adviser or principal underwriter, or any broker named in the answers 
to Items 33, 34, or 69 and (1) any director of registrant who was not / 
an interested person of registrant, or any officer of registrant who 
was not an interested person of such investment adviser or principal 
underwriter, or an affiliated person of such broker, as the case may 


be, or (2) any corporation or organization controlled by such direc- 
tor or officer 














(yes or no) 
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-> 
~ Remuneration Kecelv egistrant’s Directors, icers, an Visory Boar ’ 
Member s : } 





a. Total remumeration received by each of registrant's directors, three highest paid 
officers, amd advisory board members, who each received aggregate remuneration in 
excess of $40,000: 


son 
remuner ity remuneration was atior. 
Name of Persm was received received ved 
: C D 


Last) (First) (Initial : B 











Sas a group 


.Name of each person from whom remuneration was received by the group neration Received 
ii ae iyi ay : ¥ : 


: as a 


of each person fram whom remuneration was received by the group neration Received 
ie Wires z a : ian B 


year pens or 
to each son named in Item lla. above: 
son 
Pension or Retirement Benefits or Accrued 
aii ee ee m B 
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© TEM 12. Remuneration of Certain Affiliated Persons Acting as Agent in 
Property Transactions or as Broker in Securities Transactions: ; 

a. State whether during the fiscal year the registrant compensated H 
(other than through a regular salary or wages or underwriting or 
brokerage fees) any affiliated person, or to the knowledge of 
the registrant, any affiliated person of such person, acting as 
agent, for the purchase or sale of any property to or for the 
registrant or any controlled company thereof (yes or no) 

b. State whether during the fiscal year the registrant compensated 
any affiliated person, or any affiliated person of such person, 
acting as broker, in connection with the sale of securities to or 
by the registrant or any controlled company thereof, for effect- 
ing such transaction where the compensation exceeded (1) the 
usual and customary broker's commission if the sale was effected 
on a securities exchange, or (2) 2% of the sales price if the 
sale was effected in connection with a secondary distribution of 
such securities, or (3) such other percent as permitted by Rule 
17e-1 under the Act (yes or no) 

c. State whether the type of compensation referred to in subsections = 
a. and b. was paid to any affiliated person of the registrant or 
to any affiliated person of such person by any person other than 
the registrant 














(yes or no) 





ITEM 13. Transactions between Registrant or a Controlled Company and 
Affiliated or Certain Other Persons: 
a. State whether during the fiscal year (i) any affiliated person 
of the registrant, (ii) any promoter of the registrant, (iii) 
any principal underwriter for the registrant (other than a 
company of the character described in Section 12(d)(3)(A) and 
(B) of the Act), or (iv) any affiliated person of any of the 
foregoing persons known to be such by registrant, acting as | 
principal, sold to the registrant or to any company controlled 
by the registrant, or purchased from the registrant or from 
any company controlled by the registrant, any security or 
other property (yes or no) 
b. State whether during the fiscal year any of the persons listed ' 
in clauses (i) through (iv) of subsection a., acting as princi- 
pal, borrowed money or other property from the registrant or 
from any company controlled by the registrant (yes or no) ' 
c. State whether during the fiscal year the registrant lent money ; 
or property to any person, directly or indirectly, which person 
controlled or was under common control with the registrant---—-——-(yes or no) 











ITEM 14. Joint Enterprises Involving Registrant or a Controlled 
Company, and an Affiliated Person: 

State whether during the fiscal year there was any joint enterprise in 
which the registrant or a company controlled by registrant participated 
with a company affiliated with the registrant or with an affiliated 
person of such an affiliated company and which was carried out without ; 
the filing of an application under Rule 17d-1 under the Act where the 
participants relied on the exemption. provided by subsection (d)(5) of 

that Rule- - (yes or no) 








ITEM 15. Transactions between Registrant and Certain Affiliated 
Persons of Directors or Officers of Registrant's Investment 
Adviser or Principal Underwriter: 
State whether there were any transactions between registrant and any 
corporation or organization (other than registrant's investment adviser 
or principal underwriter) which was an affiliated person, known to be 
such by registrant, of any director or officer of registrant's invest- 
jment adviser or principal underwriter (yes or no) 
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more than /|25% or l of 4 

25% of less of largest 

any class jany class | interests |Other 


A B C D 

















== 
or 


istrant Had dur the Fiscal Year in: 
or rs secur 7 
class and partner, 
No. or Social vot secur ity: : 
Secur No. 
than or of 4 
(Name of Broker or Dealer) 25% of of 
class class 


First) (Middle A B 


Middle 
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committee of the registrant, or any person who owns of record or is 


ing voting securities of the registrant, state whether there was any 
immediate family relationship, known to the registrant with: 
a. amy other director, officer, or member of any advisory board or 


ITEM 17. Family Relationships of Certain Affiliated Persons of Registrant: 
AS to each director, officer, member of any advisory board or advisory 


known by the registrant to own beneficially 5% or more of the outstand- 


advisory committee, of the registrant, of its investment adviser, 





or of its principal underwriter 


b. any other person who owns of record or is known by registrant to 


own beneficially 5% or more of the outstanding voting securities 
of the registrant, of its investment adviser, or of its principal 


(yes or no) 








underwriter 


c. any partner of such investment adviser or principal underwriter——(yes or no) 


(yes or no) 











ITEM 18. Fidelity Bonds: 





a. L TRS Empl. | Bond Amount of 
lame. of Fidelity Insurer [[dent. No.| Number Coverage 


pyre Of |Dates in 
Bond _|Effect 








I 























b. State whether registrant complied with all requirements of Rule 
17g-1 under the Act with respect to a fidelity bond 





(yes or no) |! 





ITEM 19. Custody of Securities and Similar Investments: 





Type of Custody (Check Cne) 


























Member 

Nat ional 

Securities 

IRS Empl. | Bank Exchange /Registrant Central 
ane of Custodian Ident. No. | Sec. 17(£)(1) |Rule 17£-1 Rule 17£-2 Depository 
) 

2) 
If registrant is custodian, name of depository: 











ITEM 20. Deposit of Funds in Banks Other than Custodian Banks: 


kept deposits during the fiscal year: 


a. Name each bank, other than a custodian bank named in Item 19, in which registrant 





IRS Employee 


Name of Bank Identification No. |Balance of Deposits 


Average Monthly 





$ 


























in the custody of a qualified bank or banks, state whether the 


banks having the qualifications prescribed in paragraph (1) of 


on such account or accounts: 


b. If the registrant maintained its securities and similar investments 


sits, if any, referred to in subsection a. consisted entirely of 
deposits maintained in a checking account or accounts in a bank or 


tion 26(a) of the Act for the trustees of unit investment trusts, 
with the balance of such account or accounts at no time exceeding 
the amount of the fidelity bond, maintained pursuant to Section 17(g) 
of the Act, covering the officers or employees authorized to draw 


depo- 


Sec- 








funds without notifying the custodian bank 


c. State whether during the fiscal year there existed any practice or 
arrangement, formal or otherwise, under which the custodian bank or 
banks named in answer to Item 19 maintained deposits of registrant's 
funds or cash equivalents of any such bank or banks in other banks 
for the purpose of permitting registrant to draw directly on such 


(yes or no) 














(yes or no) 
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ITEM 21. Investment Advisory Contract and Fees: 
a. Fee rate (annualized) under registrant's advisory contract, as a percentage of net 





























asset value. 
Step: in millions of dollars 
l. First 
2. Of next 
3. Of next———— 
4. Of next 
5. Of next 
6. Of next 
7. Of next———— 
8. Of next 
9. Of next 
10. Over 
b. State whether registrant's total expenses are 
percentage of net asset value by the provisions of the advisory ts 
tract or otherwise (yes or no) 








c. State whether the advisory fee paid by registrant is computed under 
terms of the contract wholly or partly on the basis of the perfor- 
mance of registrant (yes or no) 
d. State whether the advisory fee paid by registrant is determined on 
a basis other than a percent of net assets or the performance of 
registrant (yes or no) 
e. State whether the advisory contract as in effect on or after 
December 14, 1971, complied with the provisions of Section 205 of 
the Investment Advisers Act as amended (yes or no) 
f. ( i) State dollar amount of advisory fees paid by registrant—— |$ 
( ii) State dollar amount of the reduction, if any, in advisory 
fees payable as the result of expenses of the registrant 
in excess of any expense limitation $ 
(iii) State the number of times reductions were made in the 
advisory fee payable as the result of expenses in excess 
of any expense limitation (number ) 
( iv) State the number of times during the fiscal year that 
advisory fee payments were due pursuant to the advisory 
contract: (number ) 
g. Total dollar amount of advisory fees received by registrant's 
adviser, or by any affiliated adviser thereof, from all associ- 
ated registered investment companies $ 












































SS 
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ITEM 22. Entry into or Renewal of Investment Advisory Contract: 


If during the fiscal year registrant entered into an investment 

advisory contract, state whether the action was by the vote of a 

majority of the outstanding voting securities of registrant and by 

the vote of a majority of directors who were not parties to such 

contract or interested persons of any such party, cast in favor 

of such action, in person, at a meeting called for the purpose of 

voting on such approval (yes or no) 
If during the fiscal year registrant was a party to an investment 

advisory contract which was in effect for a period of more than 

two years from the date of its execution, state whether action was 

taken to renew such contract (yes or no) 
If during the fiscal year registrant renewed an investment advisory 
contract, state whether such,action included the vote of a majority 

of directors who were not parties to such contract or interested 

persons of any such party, cast in favor of such action, in person, 

at a meeting called for the purpose of voting on such renewal and 

held within a period of not more than two years from the date of 

execution of the contract or not more than one year from the effec- 

tive date of the previous renewal of the contract (yes or no) 
If during the fiscal year registrant's board of directors voted to 

enter into or renew an investment advisory contract, state the. 

number of directors, if any, who voted against the action--—-----—--—(number ) 


























If during the fiscal year registrant entered into or renewed an 
investment advisory contract, state the beginning and ending dates 
of the period for which such contract was executed or renewed—-—(dates) 








State whether the registrant's directors evaluated the terms of any 
investment advisory contract entered into or renewed with any person 
who regularly served or acted as an investment adviser to registrant 
during the fiscal year after requesting and receiving from such 

investment adviser information necessary to reasonably evaluate such 

















| —scontract (yes or no) 
ITEM 23. Personnel of Each Investment Adviser of Registrant: 
Number of 
Class of personnel: Full-time |Part-Time 





a. Officers, directors, or partners 
b. Economists, statisticians, and research 
c. Account supervisors and counsellors 
d. All other personnel 
































a. 





ITEM 24. Services Supplied by Investment Adviser: 


Services which were supplied or paid for wholly or in part by the 
investment adviser in connection with the advisory contract: 









































( 1) Occupancy and office rental (yes or no) 
( 2) Clerical and bookkeeping (yes or no) 
( 3) Accounting services (yes or no) 
( 4) Auditing services (yes or no) 
( 5) Legal fees (yes or no) 
( 6) Registration and filing fees (yes or no) 
( 7) Stationary, supplies and printing (yes or no) 
( 8) Salaries and compensation of registrant's directors—--—--—-(yes or no) 
( 9) Salaries and compensation of registrant's officers———--——(yes or no) 
(10) Reports to shareholders (yes or no) 
(11) Determination of offering and redemption prices (yes or no) 
(12) Trading department (yes or no) 
(13) Prospectus preparation and printing (yes or no) 
Other (specify): 

(14) (yes or no) 
(15) (yes or no) 








State whether any of the services listed in a. were supplied or 
paid for wholly or in part by any person other than the 
registrant or its investment adviser (yes or no) 



























































588/SEC DOCKET 




















12 





or 
"s Investment Adviser had dur the Fiscal Year in: 
secur 


’ 
icat indicate class and |If partner, 
(If more than one, use separate No. or Social | if vot security: | check: 
sheets. ) ity No. 


more than| 25% or l of 4 
25% of less of largest 
1 any class|any class| interests 


Last) (First) (Middle A B ec 


s 
Princ Underwr iter 


x 


Last) (First) (Middle sh 


SEC DOCKET/589 








=135 





or . 

istrant's Investment Adviser had du the Fiscal Year in: ® @ 
or rs secur ? 

class and partner, 

- or Social secur : : 


ity No. 





than or of 4 
of of 
class 


(Name of Broker or Dealer) 





son 
First) (Middle A 


or 


son 
Middle 








q 


590/SEC DOCKET 








{TEM 26. Other Persons Furnishing Investment Advice: 


=e 





State whether any person (other than a bona fide director, officer, 

member of an advisory board, or employee, of the registrant, as 

such, or a person named as an investment adviser on the facing 

sheet of this report), pursuant to any understanding, whether formal 

or informal, regularly furnished advice to the registrant or to the 
investment adviser of the registrant with respect to the desirability 

of the registrant's investing in, purchasing, or selling securities 

or other property, or was empowered to determine what securities or 

other property should be purchased or sold by the registrant (yes or no) 












































b. If the answer to a. is "yes," cite to the page of registrant's 
current registration statement where full information is suppl ied--(page no.) 
ITEM 27. Administrative and Other .Services: 
a. State whether registrant paid any continuing fee as a percent of 
net assets or a fixed fee to any person for administrative, book- 
4 keeping or similar services, otherwise than pursuant to an invest- 
ment advisory contract (yes or no) 
b. If answer to a. is "yes," state to whom such fee was paid and the relationship of 
the recipient to registrant, its investment adviser and principal underwriter: 
: Relationship 
(1) 
(2) 
c. Nature of services: 
d. 1. Dollar amount of compensation paid am 
2. If d.l. is a fixed fee amount, state the percentage which such figure 
bears to registrant's total net assets as of the end of the fiscal = Re | % 
e. 


Value of Registrant's Net 
jAssets and Fee Rate: 
Step: Net Assets [Annual Fee Rate 
l. First — I$ % 
rd] 2. Of next $ % 
3. Of next $ % 
4. Of next $ % 
5. Of next > % 
6. Of next > % 
7. Of next-—-——— |S % 
8. Over—————— |S % 
ITEM 28. Portfolio Turnover Rates (for last fiscal year): 
a. Total portfolio turnover: 
1. Purchases S$ 
2. Sales g e 
3. Monthly average value of portfolio iS 
4. Percent turnover % 
b. Common equity portfolio turnover: 
% 1. Purchases 
2. Sales 
3. Monthly average value of portfolio 
4. Percent turnover % 
ITEM 29. Purchase and Sale Transactions within Six-Month Period: 
a. If during the fiscal year the registrant purchased any portfolio 
securities of the same class of the same issuer which it had sold 
within a period of six months immediately preceding the date of 
purchase, state the aggregate dollar amount of such purchases—-—————— |S 
b. If during the fiscal year the registrant sold any portfolio secu- 
rities of the same class of the same issuer which it had purchased 
within a period of six months immediately preceding the date of 








If fee is a continuous fee, state rate (annualized) as a percent of net asset value: 














































































































sale, state the aggregate dollar amount of such sales $ 
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ITEM 30. 


Portfolio Trading Practices: 





















































a. State whether registrant engaged in any of the following types of 
transactions during the fiscal year: 
1. Margin purchases (yes or no) = 
2. Short selling (yes or no) Li 
3. Joint trading (yes or no) 
4. Option trading (yes or no) l 
5. Option writing (yes or no) 
6. Borrowing of money (yes or no) 
7. Loaning of portfolio securities (yes or no) 
8. Purchasing commodity futures (yes or no) 
9. Repurchase agreements (yes or no) 
10. Currency exchange transactions (yes or no) 

b. State whether the transactions, if any, reported in answer to 
subsection a. were permitted by registrant's policies as recited 
in its registration statements and reports filed under the Act----(yes or no) 








ITEM 31. 


Portfolio Transactions Not Settled by Specified Settlement Dates: 


Quarterly schedule of portfolio securities transactions which were not settled within 10 
business days after the specified settlement dates: 


@@ 





IFiscal 
Quarter 
Ended: 
Month & 
Year 


(e.g., 6-76) 


Total Transactions 
during Quarter 


nsettled portfolio transactions as of end of quarter 


(Age by business days unsettled) 





11 but less than 20 


20 but less than 30 


30 or more 





(Dollars) 


(No. 
Trans.) 


(Dollars) 


(No. 
(Trans. ) 


(Dollars) 


(No. 
Trans.) 


(Dollars) 


(No. 
Trans.) 





1st 


Purchases: 





2nd 





3rd 





4th 





Sales: 
1st 





2nd 





3rd 





4th 





Stock 
Splits & 
iStock 


lst 


Dividends: 





2nd 





3rd 














4th 
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TEM 33. Portfolio Transactions by Registrant with Brokers and Dealers Acting as 
Principals: 








unt of portfolio transactions (including Government securities) by registrant with 
brokers or dealers named in Items 34 and 69 acting as principals and with other prokers 

or dealers among the ten which engaged as principals in the largest amounts: 

Principal Transactions a 











IRS Empl. Purchases | Sales 
Ident. or by by 
Name of Broker or Dealer Soc. Sec. No. Registrant | Registrant Total 
(A) (B) (C) (D) 
Ss $ $ 





































































































ITEM 34. Brokerage Commissions Paid on Portfolio Transactions of Registrant: 
a. Total brokerage commissions paid by registrant $ 
b. Ten brokers which received the greatest amount of brokerage commissions by virtue of' 

direct or indirect participation in registrant's portfolio transactions, set forth 
in order of size based on net commissions received: 












































Gross Com- | Received Paid to 
IRS Empl. missions Re-|from Other | Other Net 
Ident. or ceived from |Brokers or | Brokers or | Commissions 
Name of Broker Soc. Sec No. | Registrant {Dealers Dealers Received 
(A) (B) (C) (D) (E) 
(1 ee $ $ 
2 3 
3 
4 
5 
6 
Ey 
8 
9 
10 pe 
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ITEM 35. 


Considerations which Affected the Participations of Brokers or 
Dealers in Commissions or Other Compensation Paid on Portfolio 
Transactions of Registrant: 





a. Sales of registrant's shares 
b. Receipt of investment research and statistical information 
c. Receipt of quotations for portfolio valuations 
d. Ability to execute portfolio transactions efficiently and at best 


(yes 
(yes 





(yes 





pr ices 


profits thereon: 


person of either of 


them: 








(yes 
e. Receipt of telephone line and wire services (yes 
f. Affiliated relationship of broker or dealer (yes 


g. Arrangement to return or credit part or all of commissions or 


l. To investment adviser, principal underwriter, or an affiliated 








2. To registrant 
Other (specify): 


(yes 
(yes 


or 
or 


no) 
no) 








or no) 





or no) 





or no) 





or no) 





or no) 





or no) 














i 





_i. 
ITEM 36. 


(1) of registrant, and (2) of 


any associated registered investment company. 


Participations of affiliated brokers or dealers among the ten brokers which received the 
largest participations in brokerage commissions on registrant's portfolio transactions and 
among the ten brokers or dealers which engaged as principals in the largest amounts of 
registrant's portfolio transactions, in brokerage commissions on portfolio transactions 


Participations of Certain Affiliated Brokers or Dealers in Brokerage Commissions 
on Registrant's Portfolio Transactions and on Portfolio Transactions of any 
Associated Registered Investment Company: 


' 
' 




































































IRS Empl. Received Paid to 
Ident. No. | Gross from Other | Other Net 

ame of Affiliated Broker or Soc. Commissions |Brokers:or | Brokers or ; Commissions 

or Dealer Sec. No. Received Dealers Dealers Received 

(I) Participating in $ 3 
registrant's 
brokerage commissions: 

(2) Participating in 
associated registered 
investment company's 
brokerage commissions: 

ITEM 37. Selection of Brokers or Dealers in Return for Benefits or 

Other Considerations Provided to Other Persons: 

State whether during the fiscal year any orders were placed with 

broker or dealer for the purchase or sale of portfolio securities 

behalf of the registrant in which any benefit or other consid- 

ration was provided, directly or indirectly to any person other 
than the registrant, its investment adviser, principal underwriter 

r_an associated registered investment company: (yes or no) 
ITEM 38. Tax Status: 

tate whether registrant met the requirements of Subchapter M of the 

ternal Revenue Code during the last fiscal year (yes or no) 
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| ITEM 39. Underwriting Commitments: | 





If registrant is a diversified company, state whether it made any 
commitment as underwriter, immediately following which the amount of its 
outstanding underwriting commitments, plus the value of its investments 
in securities of issuers (other than investment companies) of which it 
owned more than 10% of the outstanding voting securities, exceeded 25% 
















































































of the value of its total assets =(yes or no)! | 
ITEM 40. Mathly Sales of Registrant's Shares; Dividends, Capital Gains and Other 
Distributions: | 
Distributions per Share 
Dividends fran | 
Net Income |--- -Capital Gains ae Other i 
Total No. Long- Short- | 
of Shares Record | Term Record | Term Record Record | 
Month | Sold Amount | Date Amount | Date Amount | Date Amount} Date 
(A) 1. 6 (C) ts Ae pea woe Gale ss (G) (H) (I) | (J) - ! 
| 
oe 7 
| 
a cae —— 1 
ITEM 41. Solicitation of Proxies: 





State whether definitive proxy material was filed with the Cammission 
with respect to all solicitations of shareholders of registrant by or 
in behalf of the management of registrant, its investment adviser, or 
its principal underwriter =(yes or no) 
ITEM 42. Confirmations, Share Balance Statements, and Other Canmunications: 
a. State whether registrant, its principal underwriter or other 
designated persons transmitted confirmations to registrant's 
shareholders (yes or no) : 
b. State whether registrant, its principal underwriter or other 
designated persons transmitted periodic share balance state- 
ments to registrant's shareholders (yes or no) 
ITEM 43. Dividends or Distributions Requiring a Written Statement to 
Shareholders of Registrant: 
If during the fiscal year the registrant paid any dividend or made any 
distribution in the nature of a dividend payment (including securities, 
whether or not of its own issue, or property) on any class of its capi- 
tal stock, wholly or partly from any source other than (a) accumulated | 
undistributed net income (not including profits or losses realized on 
the sale of securities or other properties), or (b) net income for the 
current or preceding fiscal year, state whether such payment or distri- 
bution was accompanied: by a written statement to the stockholders dis- 
closing the source or sources thereof and otherwise complying with the 
provisions of Rule 19a~-1 under the Act (yes or no) 
ITEM 44. Purchase of Securities of or Other Interest in an Investment Company, 
Investment Adviser, Broker, Dealer, Underwriter, or Insurance Campany: 
State whether during the fiscal year the registrant or any campany controlled 
by it purchased or otherwise acquired, to the knowledge of the registrant, 
any security issued by, or any other interest directly or indirectly in the 
business of any other investment company, investment adviser, broker, 
dealer, underwriter, or in the case of an insurance company, a secur ity 
resulting in the holding of more than 10% of the total outstanding voting \ 
|stock of such insurance company =(yes or no)| 
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45. Procedures with respect to Stated Policies: 
Pe State whether during the fiscal year registrant followed any pro- 
cedures for ensuring that its holding of portfolio securities or 
other assets, its liabilities, and the terms and nature of its 
outstanding securities were consistent in all material respects 
with its policies as recited in its registration statement and 
reports filed under the Act (yes or no) 
b. If the answer to a. is "yes" and registrant has previously set 
forth such procedures in a prior annual report on this form, 
specify the relevant item number and date of such report, pro- 
vided there has been no change in the information since such 
prior report was filed (number and date) 

















ITEM 46. Purchase of Securities during Underwriting by Affiliated 
Principal Underwriter: 
tate whether during the fiscal year the registrant purchased or other- 
ise acquired from any source, during the existence of any underwriting 
r selling syndicate, any security (except a security of which the re- 
istrant was the issuer) a principal underwriter of which security was 
officer, director, member of an advisory board, investment adviser, 
r employee of the registrant, or was a person (other than a company of 
e character described in Section 12(d)(3)(A) and (B) of the Act) of 
hich any such officer, director, member of an advisory board, invest- 
mt adviser, or employee was an affiliated person (yes or no) 











ITEM 47. Selection and Ratification of Accountants and Auditors; 
Preparation of Financial Statements Filed with the Commission: 
a. State whether during the fiscal year the registrant filed with the 
Commission any financial statement certified by an independent 
public accountant other than one selected or ratified in accor- 
dance with Section 32(a) of the Act and the rules’ thereunder (yes or no) 
b. State whether during the fiscal year the registrant filed with the © 
Commission any financial statement in the preparation of which the 
controller or other principal accounting officer or employee of 
registrant participated other than one selected in accordance with 
Section 32(b) of the Act (yes or no) 

















ITEM 48. Cross-Ownership and Circular Ownership: . 
a. State whether registrant purchased any voting security of a com- 

pany when, to the knowledge of registrant, cross-ownership or 

circular ownership then existed or existed after such acquisition 

between registrant and the issuer of such security (yes or no) 
b. If, to the knowledge of registrant, any cross-ownership or circu- 

lar ownership came into existence, state whether steps were taken 

by registrant, when such relationship became known to it, to ter- 

minate such ownership within the time period specified by Section 

20(d) of the Act (yes or no) 














TTEM 49. Periodic Calculation of Current Net Asset Value per Share of 
Registrant's Outstanding Capital Stock: 

State whether during the fiscal year the registrant followed the proce- 

dures specified in Rule 2a-4 under the Act in the making of periodic 

calculations of current net asset value per share of its outstanding 

capital stock for purposes of the distribution, redemption, and repur- 

chase of such stock (yes or no) 














ITEM 50. Employees of Registrant: 


a. Employees 
(1) of registrant 
(2) of any person, furnishing 
advisory services at cost 














b. Name of person furnishing advisory 
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TTEM 51.” Policy with respect to Trading in Securities by Certain Affiliated 
Persons of Registrant or of its Investment Adviser: 

a. State whether the registrant has a code of ethics or other policy, 
whether written or informal, with respect to trading in securities 
(other than in securities issued by the registrant) by its direc- 
tors, officers, or employees, or members of any advisory board or 


committee of the registrant (yes or no) | 





b. If the answer to a. is "yes," state whether the registrant under- 
takes affirmatively to monitor or enforce such code or policy 

c. State whether the investment adviser of the registrant, or any 
company which regularly furnished investment advice to the regis- 
trant or its investment adviser at cost has a code of ethics or 
other policy, whether written or informal, with respect to trad- 
ing in securities (other than securities issued by the registrant 





by its directors, officers, or employees) (yes or no) 





d. If the answer to c. is "yes," state whether the investment adviser 
of the registrant, or such other company, undertakes affirmatively 





to monitor or enforce such code or policy (yes or no) 


(yes or no) 














ITEM 52. Senior securities of Registrant and Applicable Asset Coverages: 


















































Amount Outstanding, 
Excluding Treasury 
Title of Class Securities 
a. Indebtedness (including bank loans): 
1. Bank Loans $ 
Zs $ 
3: $ 
4. Total indebtedness $ 
5. Percent asset coverage for total indebtedness % 
b. Stock (senior security): ~ 
. $ 
ee $ 
3 $ 
4. Total senior securities representing stock $ 
5. Percent asset coverage for senior securities 
aa representing stock $I 
ITEM 53. Issuance of Securities Other than for Cash or Securities: 
State whether registrant issued any of its securities: 
(1) for services (yes or no) 





(2) for property other than cash or securities (including securities 
of which registrant is the issuer), except as a dividend or dis- 
tribution to its security holders or in connection with a 


reorganization (yes or no) 











TTEM 54. Registration of Securities: 

State whether all securities issued by registrant, other than shares 
issued as stock dividends or stock splits or through reinvestment of 
dividends or distributions without the imposition of a sales load, were 


registered under the Securities Act of 1933 (yes or no) { 
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THIS PAGE IS TO BE COMPLETED ONLY BY CLOSED-END COMPANIES. 





ITEM 55. Sales, Repurchases, and Redemptions of Securities: 






































Bg of Shares Net 
or Principal Consideration 
Class: unt of Debt Received or Paid 
(A) (B) 

Common Stock: 

a. Sales shs. ie 

b. Repurchases: shs. $ 
Preferred Stock: 

c. Sales shs. $ 

d. Repurchases and redemptions--------—shs. S 
Debt Securities: 

e. es S$ S_ 

f. Repurchases and redemptions ‘S '$ 























price below the current net asset val 


ITEM 56. Distribution and Repurchase of Securities: 


a. State whether registrant sold any shares of its common stock at a 


ue (exclusive of any distri- 





buting commission or discount) 
b. State whether during the fiscal year 
any of its outstanding capital stock 


| 
| 
(yes or no) | _ i 
the registrant bsntreerenssa 








(yes or no) 





Common stock (per share): 











a. Net asset value per share 
b. Market price 











c. Market (discount) or premium 











| 
| 
ITEM 57. Market Discount or Premium from Net Asset Value: - | 
End of Fiscal Year i 
Latest Preceding | 
Fiscal 19__ fiscal 19_ 
> S 
S S 
+S S 
d. Percent market (discount) or premium of net asset value--——4 % 








Listed on NASDAQ: 


Title of each class of securities 


ITEM 58. Securities of Registrant Registered on a National Securities Exchange or 





CUSIP or 
NASDAQ No. Exchange code 





Pesos Reeernee | 2 2) ee 2 
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od ITEMS 59 TO 71 ARE APPLICABLE ONLY TO OPEN-END COMPANIES. 
ITEM 59. Sales, Redemptions and Repurchases of Securities: 





a. If registrant made a public offering during the 
fiscal year, indicate in numbers of shares: lo. of shareg 

1. Registered shares unsold at beginning of fiscal year 
2. Shares registered during the fiscal year 
3. Registered shares sold during the fiscal year 
4. Registered shares remaining unsold at end of fiscal year (1. plus 
2. less 3.) 
b. State whether at any time during the fiscal year more shares had 
been sold by registrant in a public offering than it had regis- 
tered under the Securities Act of 1933 up to that time 



































(yes or no) 

















c. New sales of shares of Aggregate Net Aggregate Amount of 
registrant during the : Cash Consideration |Other Consideration! 
fiscal year: Number Received or to be {Received or to be 

Elof Shares |Received Received 
ll. Regular single purchase sales 
2. Voluntary accumulation plan sales— 
3. Reinvestment of dividends 
4. Total new sales (1.-3.) 








Miscellaneous shares issued 
during the fiscal year: 

5. Capital gains distributions 
received in additional shares 
6. Exchange of shares of another fund- 
7. Other 
8. Total misc. shares issued (5.-7.)— 


























9. Total new and misc. shares issued 
(4.+8.) 
d. Redemptions and repurchases of Aggregate Net Aggregate Amount of 
shares of registrant during Number Cash Consideration ‘Other Consideration 
the fiscal year: Ejof Shares|Paid or to be Paid !Paid or to be Paid 





1. Normal redemptions and repurchases- 
2. Forced redemptions 
3. Exchanges into shares of another 






































fund 

4. Other 

5. Total redemptions and repurchases 
(1.-4.) 





ITEM 60. Sale Of Securities to Other Investment Companies: 
State whether during the fiscal year the registrant, its principal | 
underwriter, or any broker or dealer registered under the Securities | 
Exchange Act of 1934, sold or otherwise disposed of, to the knowledge | 
of the registrant, any security issued by the registrant to any other | 
investment company (other than to a registered unit investment trust 
in a transaction excepted by Section 12(d)(1)(E) of the Act) or to any 
companies controlled by such other investment company (yes or no) 
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TEM 61. Time Lapse between Sale Of Shares of, and Receipt of Proceeds by, 
Registrant; Loss on Cancellation of Orders: 
a. State registrant's practice in terms of the maximum number of business 
days permitted between sale date of registrant's shares and the date 
such sale is cancelled for nonpayment (number ) 











b. If at the end of any month during the fiscal year there were outstanding 
transactions for sales of registrant's shares for which the proceeds had 
not been received by registrant for a period of more than 10 business days 
from the date of sale of such shares, furnish the following information: 





land Year Total Sales (age by business days unsettled) 





ra Unsettled Share Sales as of Month End: 
( 


€.g., during Month II but less than 20/20 but less than 30 {30 or more 





4-72) (dollars)| (shs.) (dollars)} (shs.) (dollars) (shs.) (dollars)| (shs.) 





(A) (B) (C) (D) (E) (F) (G) (H) (I) 
ist 3 $ $ $ 





2nd 





3rd 





4th 





oth 





6th 





7th 





8th 





9th 





10th 





11th 








12th 


























c. Set forth any loss Sustained by registrant on the sale, redemption, or repurchase of 
its shares by reason of a change in the net asset value of such shares between the 
date of sale, redemption, or repurchase and date of cancellation thereof: 





Redemption or 
Sale Repurchase 






































1. Number of transactions 
ze Number of shares 
3. Total dollar amount (at net asset value) $ 
4. Total losses sustained $ 
5. Set forth any gains resulting from cancellations which 

were offset against any of the above losses by a 

principal underwriter or other person in reimbursing 

registrant for lk $ $ 
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ITEM 62. Suspension of Right of Redemption; Delay in Payment upon Repurchase: ; 
a. Number of registrant's shares tendered for redemption where k Percent 








the right of redemption was suspended or the date of payment umber of of Total 
or satisfaction upon redemption was postponed or delayed for ares Redemptions 
more than 7 calendar days after tender of such shares in good 
order to registrant or its designated agent: 
Calendar days elapsed: 
1. 8 but less than 15 
2. 15 but less than 22 
3. 22 or more 
b. Number of registrant's shares repurchased where registrant or 
its designated agent made payment for such shares more than 7 
calendar days after tender and receipt of such shares for 
repurchase: 
Calendar days elapsed: 
1. 8 but less than 15 
2. 15 but less than 22 
3. 22 or more 
c. If at the end of any month dur ing the fiscal year there were any outstanding orders | 
for repurchase of registrant's shares which were received by registrant or its | 
designated repurchase agent from a broker-dealer more than 10 business days pe sane 
furnish the information required by the following table: 
mth Unsettled share repurchases as of month end: : 
nc Year Total Repurchases| (Age by business days unsettled since receipt of order) | 
(e.g., during Month 11 but less than 20/20 but less than 30/30 or more 
4-72) (dollars) | (shs.) | (dollars) | (shs.) | (dollars) [ (shs.) | (dollars) |(shs.) ; 
(A) (B) (C) (D) (E) (F) (G) (H) a) 
ist $ $ $ $ 
2nd 1 
3rd 
4th 
5th 
6th 
7th 
8th 
9th 
10th 
iith 
12th 
ITEM 63. Pricing of Registrant's Shares for Distribution, Redemption 
and Repurchase: 
State whether registrant, any person designated in registrant's prospectus 
as authorized to consummate transactions in registrant's shares, or any 
principal underwriter of or dealer in registrant's shares, sold, redeemed, 
or repurchased any redeemable security of registrant except at a price 
based on the current net asset value of such security which was next 
computed after receipt of a tender of such security for redemption or of 


an order to purchase or sell such security (yes or no). 
ITEM 64. Sones Offers Made to Shareholders of Registrant or of Any Oth-r 


Open-End Company : 
a. State whether during the fiscal year the registrant, or any principal 
underwriter therefor, made or caused to be made an offer to the holder 
of a security of the registrant or of any other open-end investment 
company to exchange his security for a security in the same or another 
_ open-end investment company on any basis other than the relative net 
asset values of the respective securities to be exchanged-—-—-——(yés or no) 
b. State whether during the fiscal year the registrant, or any principal under- 
writer therefor, made or caused to be made an offer of exchange of any secu- 
rity of a registered open-end company, including a security of the recistrant, 
for a security of a registered unit investment trust or registered fac?~amount 
certificate company, irrespective of the basis of exchange———————(yes or no) 























___ Jap} gelge__. 























lee 2. 


































































































SEC DOCKET/603 








mo 





(TTEM 65. Variations in Sales Load: 
State whether the public offering prices of registrant's shares were 
determined on a basis which resulted in any variations in sales load 
other than as permitted by the rules under Section 22(d) of the Act 





(yes or no) 





















































affiliated principal underwriter thereof 


1. Net amount retained by registrant's principal underwriter or by any 


TTEM 66. Sales Load and Distribution Information: 
a. Campensation of principal underwriters received directly or indirectly from 
- registrant: : 
Net Underwriting 
Discounts and 
Cammissions De- |Campensation or 
_ {ducted fran Profit on Gross 
Name of Principal jOffering Price Redemption and Brokerage Other 
Underwr iter - - Jat Time of Sale -|Repurchases ~~ Commissions Compensation 
— — : — — 3 
b. ‘Total sales load on sales of shares of any associated registered investment 
company: 








Paid to dealers 








Paid to retail sales force of registrant's principal underwriter or ~ | 





of any affiliated principal underwriter thereof 
Total sales load 












Ul & 
e 


principal underwriter thereof, from all associated registered 
investment companies 


Compensation, other than sales load or investment advisory fees, 
received by registrant's principal underwriter, or by any affiliated 












“c.”- Sales load on sales of shares as percent of public offering price: 


a Sereneede 





Percent Purchases at Offering Price 


Sales (thousands of dollars) 
Load 


A) 







Step 


“(B) (C) 
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XXXXXXXXXXX 








eeeeeeece si 


but less than... .seccwess 











but less 


fo 








but less 


CHAR swcwesenewe 











but fess than... ccecscca 


eeeeececececea 








jeeceeeeeceed 





jeeeeeececes oj 


but less than........ee4 








peceeceeea 





but less 











RMON crciacoet a 


bist “1ess “ian... seses wa 








peseesescecd 





but Te6S THAN. occ secc od 








Pp eesecceng 





but less 


NMI 5 aco ocean 











but less 


Ries cc cacetonen 














but less 


e Peereeecsece 


RAIN <6 ic ceesnna 











. 





2 a - but less than.....cccoed 


ernececces 














but less 
but less 
but less 
but less 











than....seeseed 
NEN sccceececed 
RAN. s vecsceted 
RMON. <scs'eiccoc 
but fess than... << ices 
but less than..........4 
“OF MOLG ss 6c 5 sic: 
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d. If any premium over net asset value is charged by registrant upon the sale of 
its shares, state as a percent of net asset value 





e. If any discount from net asset value is charged upon redemption or repurchase 
of registrant's shares, state as a percent of net asset value or, if a fixed 
fee, the dollar amount of such fee 








f. Approximate percent of shares sold to the public: 
1. Through dealers 








2. Through a retail sales staff of the principal underwriter or of a subsi- 
diary (other than sales under 1.) 








3. .Qnly by registrant 








4. Through voluntary accumulation plans 








5. Other 











g. State whether share purchases can be accumulated by investors in 
general to obtain quantity discounts (yes or no) 
If above answer is yes, state whether: 
1. It is permitted for a limited period under letters of intent—(yes or no) 
2. Accumulation of purchases for an indefinite period is permitted 











for this purpose (yes or no) 
h. State whether a sales load is charged on reinvestment of dividends 
from investment income (yes or no) 
i. State whether a sales load is charged on the reinvestment of 
capital gains distributions (yes or no) 





P| df} del de 




















ITEM 67. Entry into or Renewal of Principal Underwriting Contract: 

a. If during the fiscal year registrant entered into a principal under- 

writing contract, state whether such action included the vote of a 

majority of the directors of registrant who were not parties to the 

contract or interested persons of any such party, cast in favor of 

such action, in person, at a meeting called for the purpose of 

voting on such approval (yes or no) 

- b. If during the fiscal year registrant was a party to a principal 

underwriting contract which was in effect for a period of more than 

two years from the date of its execution, state whether action was 

taken to renew the contract (yes or no) 
c. If during the fiscal year registrant renewed a principal underwriting 

contract, state whether such action included the vote of a majority 

of the directors of registrant who were not parties to such contract 

or interested persons of any such party, cast in favor of such action, 

in person, at a meeting called for the purpose of voting on such re- 

newal which was held within a period of not more than two years from 

the date of execution of the contract or not more than one year from 

the effective date of the previous renewal of the contract------—(yes or no) 
d. If during the fiscal year registrant's board of directors voted to 

enter into or renew a principal underwriting contract, state the 

number of directors, if any, who voted against the action—----—-——(number ) 
e. If during the fiscal year the registrant entered into or renewed a 

principal underwriting contract, state the beginning and ending dates 

of the period for which such contract was executed or renewed-—---————(dates) 























ITEM 68. Other Payments by Registrant to Underwriters or Dealers: 
State whether during the fiscal year any payments were made by the registrant 
to an underwriter or dealer in registrant's shares other than (a) payments made 
through deduction from the offering price at the time of sale of securities 
issued by registrant, (b) payments representing the purchase price of port- 
folio securities acquired by the registrant, (c) commissions on the purchase 
r sale of portfolio securities by the registrant, or (d) payments for invest- 
ny advisory services pursuant to an investment advisory contract (yes or no) 
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-30- 
TEM 70. Direct or Indirect Interest which Certain Affiliated Persons of Registrant's 
| Principal Underwriter Had during the Fiscal Year in: 
Ta. Registrant's Investment Adviser \IRS Employer JIf security holder,| 
|Identification: indicate class and | If partner, 
(I£ more than one, use separate|No. or Social ;if security:' check: 
sheets. ) ‘Security No. 








—— 
































more 25% or l of 4 
25% of less of | largest 
any class} any class} interests 





1 




















Last) (First) (Middle 


B Cc 


s 
Underwriter 


hi 








Last) (First) (Middle 
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(Name of Broker or Dealer) 


First 
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i TTEM 71. Sales of Shares of Registrant pursuant to Periodic Payment Plans of the | 
Issued Unit Investment Trusts 








Name of Each Depositor for Empl. Shares of 
Name of Each Unit Trust: - No. istrant 
A B 





®@ 
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SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON, D.C. 20549 B 
re 
re 
a 
INSTRUCTION BOOK , 
L 

FORM N-1R 

C 


HK 


ANNUAL REPORT OF REGISTERED OPEN-END AND CLOSED-END MANAGEMENT INVESTMENT COMPANIES 
UNDER THE INVESTMENT COMPANY ACT OF 1940 AND SECURITIES EXCHANGE ACT OF 1934 


C 
r 
g 
f 
RETAIN FOR FUTURE REFERENCE 
f 
F 
( 
( 
GENERAL INSTRUCTIONS : 


A. Rule as to Use of Form N-1R. : 


Form N-1R shall be used for annual reports pursuant to Section 30 of the Investment Company Act of 1940 ac) ] : ® 
and Section 13 or 15(d) of the Securities Exchange Act of 1934 by all open-end and closed-end management investment ~ 


: : : ; 
companies, except small business investment companies. 
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ormation required by Form N-1R from investment companies registered under the Act. Disclosure of the information 
ecified on Form N-1R is mandatory, except social security numbers, disclosure of which is voluntary. The information 
will be used for the principal purpose of determining whether a registrant has complied with the provisions of the Act for 
the fiscal year preceding the filing of the form. Social security numbers, if furnished, will assist the Commission in ac- 
curately identifying individuals associated with a registrant and, therefore, aid in promptly determining whether com- 
pliance problems exist. Information supplied on Form N-1R will be included routinely in the public files of the Com- 
mission and will be available for inspection by any interested person. Only the information filed in response to Item 69 
will remain confidential pursuant to Rule 45a-1 under the Act. 


: Under Section 30(a) of the Act and the rules and regulations thereunder, the Commission is authorized to solicit the 


B. Application of General Rules and Regulations. 


(1) The General Rules and Regulations under the Act contain certain general requirements which are applicable to 
reporting on any form. These general requirements should be carefully read and observed in the preparation and filing of 
reports on Form N-1R except that any provision in Form N-1R or in these instructions covering the same subject matter 
as any requirement in the rules and regulations under the Act shall be controlling. 


(2) Eight complete copies of Form N-1R, including all exhibits, papers, and documents shall be filed with the 
Commission. At least one copy shall be filed with each exchange, if any, on which a security of the registrant is registered. 
At least one of the copies filed with the Commission and one filed with each such exchange shall be manually signed. 
Unsigned copies shall be conformed. 


C. Material Comprising Annual Report. 


The annual report shall consist of the facing sheet, the list of exhibits required by General Instruction E. (1), the 
information required by the items of the form, any exhibits including any documents which are required or which regis- 
@:: may file as a part of the annual report, the required signatures, the opinion of independent public accountant, and 
inancials, if any. 


Rule 30a-1 under the Act requires a $250 fee be paid to the Commission at the time of filing each annual report. 
D. Preparation of Form N-1R. 


(1) Form N-1R is to be used as a blank form to be filled in by the registrant. Exact copies may be duplicated by the 
registrant for this purpose, or copies will be furnished by the Commission upon request. Copies duplicated shall be on 
good quality unglazed, white paper 8% x 11 inches in size, with approximately a 5/8-inch left-hand margin. 


(2) Except as otherwise stated, the information required by any item shall be given as of the end of the registrant's 
fiscal year, or as of the latest practicable date subsequent thereto, which date shall be stated in the answer to the item. 


(3) All applicable items of the form except social security numbers must be answered in full. \f any item is inap- 
plicable to the registrant, it shall be answered by inserting in the space provided for the answer the word “INAP- 
PLICABLE” or, where such space is limited, the abbreviation “‘INAP.” 


(4) No item of the form shall be answered by incorporating any information by reference except as provided in 
General Instructions E. (2) below or as specifically permitted by the instructions to individual items. 


(5) Dollar amounts, except per share amounts, shall be rounded to the nearest dollar. Number of shares or other 
units of securities shall be stated in the nearest full share or other unit. Calculated percentages shall be carried to two 
decimal places. 


(6) Information with respect to IRS employer identification numbers and CUSIP numbers shall be furnished if 
known to the registrant. 


® (7) Where an item or an instruction uses the phrase “‘to the knowledge of the registrant,’ “if known to the regis- 
trant,’” or other similar phrase, it shall be incumbent upon the registrant to make all reasonable efforts to obtain the 
required information. 
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(8) Items 1 through 54 and 72 are to be completed by all registrants. Items 55 through 58 are to be completed only, 
by closed-end companies. Items 59 through 71 are to be completed only by open-end companies. Those pages of Fon 
N-1R containing items which are inapplicable to a particular registrant because of its classification as closed-end or open- 
end should be detached and not filed as part of the annual report. 


{9) If the registrant wishes to supplement any answer to an item with any relevant statement or explanation, regis- 
trant may do so by exhibit. 


E. Exhibits. 


(1) Each copy of the annual report shall contain a list of exhibits immediately following the facing page which 
identifies by item number and caption each response for which an exhibit is attached and which specifies the page number 
of the filing on which each such exhibit is located. 


(2) With respect to any exhibit required to be filed, registrant may incorporate by reference any information con- 
tained in any registration statement, report, or other document previously filed with the Commission by reference to the 
specific filing and page number which contains such information. /ncorporation by reference is restricted to exhibits only. 


(3) Exhibits to any items shall be on paper meeting the requirements of Rule 8b-12 under the Act. Corresponding 
item numbers must precede each exhibit filed. 


F. Definitions 


Unless the context clearly indicates the contrary, terms used in Form N-1R have meanings as defined in the Invest- 
ment Company Act of 1940 and the rules and regulations issued thereunder. In this connection, specific attention is called 
to the definition of ‘director’ contained in Section 2(a)(12) of the Act as including, among others, any natural person 
who is a member of a board of trustees of a management company created as a common-law trust. 


In addition, the following definitions apply: d 


Act: The term ‘‘Act’’ means the Investment Company Act of 1940. 


Contro/: The term “control’’ means (a) the beneficial ownership, either directly or through one or more controlled 
companies, of more than 25 percent of the voting securities of a company; (b) the acknowledgement or assertion by the 


registrant of the existence of control; or (c) an adjudication under Section 2(a)(9) of the Act, which has become final, that 
control exists. 


Fiscal Year: The term “‘fiscal year’’ means the fiscal year of the registrant covered by the report. 


Investment Adviser: The term “investment adviser,’ as used herein, shall be defined as in Section 2(a)(20) of the 
Act and the applicable rules and regulations thereunder, except that, for the purposes of answering the items of the form, 


the term shall also be deemed to include a corporate trustee rendering any services to the registrant of an investment 
advisory nature. 


Officer: The term ‘‘officer’’ means a president, vice-president, treasurer, secretary, Controller, and any other person 
who performs for an organization, whether incorporated or unincorporated, functions corresponding to those of a Policy- 
making nature performed by the foregoing officers. 


Registrant: The term “‘registrant’’ means the management investment company filing this annual report or on whose 
behalf the report is filed. 


Subsidiary: The term ‘‘subsidiary’’ shall be defined as in Rule 1-02 of the Regulation S-X promulgated by the Com- 
mission. é 
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INSTRUCTIONS TO SPECIFIC ITEMS 


ITEM 1. Classifications 


4 
{ 
1 
4 


The term “‘value’”’ as used in subsection a. and elsewhere in the form is defined in Section 2(a)(41) of the Act. Reg- 
' istrants should note Rules 2a-1, 2a-2, and 2a-4 under the Act which also deal with valuation procedures. 


Registrants answering ‘‘yes’’ to subsection d.(1) must meet all the provisions of Section 10(d)(1)-(8) of the Act 
applicable to a company charging no sales load on the issuance of its securities. 


A multiple series fund is a company which has outstanding classes or series of shares meeting the requirements of 
Section 18(f)(2) of the Act. 


A dual purpose company is one which has issued and outstanding both income and capital shares. 


ITEM 2. Diversification of Assets 
Subsections a. and b. apply only to diversified companies. 


For purposes of subsection a.(1), Section 5(b)(1) of the Act defines ‘‘other securities’’ as being limited in respect of 
any one issuer to an amount not greater in value than 5% of the value of the total assets of the registrant and to not more 
than 10% of the outstanding voting securities of such issuer. The entire value of issues representing more than five percent 
of the value of registrant's total assets is excluded from “‘oiher securities as defined by Section 5(b)(1) of the Act.” 


For purposes of subsection b., “‘more than 5% of its total assets’ means more than 5% of registrant's total assets in 
all classes of a company’s securities. 


ITEM 3. Condensed Financial Information 


The term “operating expenses”’ as used in subsections a., b., and e. includes the expenses described at captions 2 and 
3 of Rule 6-04(b) of Regulation S-X. 


With respect to companies having senior securities outstanding, the ratios required by subsections b. and c. may, in 
the case of open-end companies, and shall, in the case of closed-end companies, be computed on the basis of average net 
assets determined before deduction of senior securities; and the ratio required by subsection c. may, in the case of open- 
end companies, and shall, in the case of closed-end companies, be computed on the basis of net income on common stock 
adjusted to add back interest on any debt securities (net of any income tax effect thereof) plus dividends on any pre- 
ferred stock. 


The term ‘‘total investment income,’’ as used in subsections a. and d., does not include equalization adjustments. 


The term ‘‘average net assets,’’ as used in subsections b., c., and g., shall be computed upon the basis of the value of 
the net assets determined no less frequently than as of the end of each month, except that the average value of securities 
for which market quotations are not available may be based upon the value of such securities as of the end of the preced- 
ing fiscal quarter. 


For open-end companies having continuous transactions in their own shares, the amount to be shown in subsection 
f, is derived by adding to, or deducting from, dividends paid from net income for the year the increase or decrease in un- 
distributed net incorhe for the year. 


The amount to be shown in subsection i., while mathematically determinable by summation of amounts computed 
or as many periods during the year as shares were sold or repurchased (which could be as often as twice daily), is also the 
| @ = figure derived from the figures in the statement and may be so computed. The amount shown in this subsection 
ay not accord with the change in the aggregate gains and losses in the portfolio securities for the year because of the 
timing of sales and repurchases of registrant's shares in relation to fluctuating market values for the portfolio. 
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If any distributions were made from capital sources other than capital gains, change subsection j. to ‘‘Distribu- ‘ 
tions from realized capital gains and other sources”’ and in an exhibit to the item indicate the amounts and nature j 
distributions from such other sources. Distributions not exceeding the capital gains computed on the federal tax basis m 
be treated as distributions from capital gains for purposes of the item, even though they exceed capital gains on a book it 
basis. ” 

; : 
ITEM 4. Board of Directors Meetings rr 

An interested director shall mean any director of the registrant who is an “interested person’ of the registrant as 4: 
defined in Section 2(a)(19)(A) of the Act. A non-interested director of the registrant shall mean any director of the 
registrant other than an interested director as defined in Section 2(a)(19)(A) of the Act. 

> ea 
ITEM 5. Directors, Officers, and Members of Advisory Board Bite 
' be 

The percentages stated in subsections a. through f. are applicable to all times during the fiscal year except such : 
periods of suspension as are permitted by the provisions of Section 10(e) of the Act. . 

If registrant is an unincorporated company not having a board of directors, this item shall apply to the board of : Nn 
directors of the depositor of registrant and, except in the case of subsection a., to the board of directors of every invest- 3 
ment adviser of registrant. 4 b 

| 

The percentages stated in subsections a., c., and f. are not applicable to a no-load, open-end company meeting the j , 
provisions of Section 10(d) of the Act. 4 F 

Section 2(a)(1) of the Act defines the term ‘‘advisory board”’ for purposes of this item. { , 


NOTE: If the answer to any subsection of this item is ‘‘yes,”’ attach as an exhibit a statement explaining such 


answer and citing any order or other document exempting or excepting the registrant from the provisions of Section 10 ; 
of the Act. \a ( 
La 
ITEM 6. Vacancies on Board of Directors : cc 
sa 
This item shall not apply to a registrant if it is a common law trust existing on the date of enactment of the Act ; su 
under an indenture of trust which does not provide for the election of trustees by the shareholders. st 
ITEM 7. Indemnification of Directors and Officers ‘ 
: #8 
The term “person” is defined by Section 2(a)(28) of the Act and includes, for purposes of this item, any officer or 4 
director of the registrant and any former officer or director of the registrant. f 
' at 
NOTE: If indemnity payments were made, describe in an exhibit the facts necessitating such payments, including F St 
the provisions of any applicable indemnification agreement and the name, position, and amount paid on behalf of each ‘ 
such person. [ 
£ al 
a si 
ITEM 8. Indebtedness of Officers and Certain Non-Interested Directors to Certain Other Persons Bs a 
a 
NOTE. If the answer to this item is “‘yes,’’ furnish as an exhibit the following information: (1) the name of the a sg 
person to whom the officer or director was so indebted; (2) the largest aggregate amount of indebtedness to each such i Pp 
person at any time during the fiscal year and the amount of indebtedness outstanding at the end of the fiscal year; and F tl 
(3) the rate of interest paid or charged thereon. : c 


ITEM 9. Business or Professional Relationships of Non-Interested Directors with Registrant or with Certain Other 
Persons 





The relationships included within this item are those which existed or occurred at any time during the recistrant @))§ 
last two fiscal years with persons holding the positions specified in subsections a. through d. even though such person : 
did not occupy those positions listed for the entire two-year period. 
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~ For purposes of subsections a. and b., any relationship existing solely by reason of any or all of the following need 

Lz reported: Membership on the board of directors of the registrant or of any other investment company having the 

e investment adviser or principal underwriter as the registrant, or the ownership of less than 5% of the voting secu- 
rities of the registrant or of anysecurities having a value of less than $5,000 of such other investment company. 


This item also does not apply to transactions not involving remuneration for services where the aggregate amount 


did not exceed $5,000 nor with respect to any individual transaction involving remuneration for services where the re- 
muneration did not exceed $1,000. 


NOTE: If the answer to any subsection of this item is ‘‘yes,”’ describe in an exhibit the nature and extent of 
each such business or professional relationship. A description of any relationship furnished in the answer to any other 
item of this form, including transactions or indebtedness of directors described in answer to Items 8 or 10, need not 
be furnished here provided an appropriate statement of cross-reference is made. 


ITEM 10. Transactions between Officers or Certain Non-Interested Directors of Registrant and Certain Other Persons 


This item is inapplicable to the following transactions: (i) transactions in the ordinary course of business with a 
broker or dealer, normal commercial or investment banking transactions, legal, accounting or auditing services; (ii) 
services solely as a director, officer or employee (iii) sales and purchases of merchandise, leases and services incident 
thereto made or entered into in the ordinary course of business; or (iv) transactions not involving remuneration for 
services where the aggregate amount paid did not exceed $5,000, nor with respect to any individual transaction involving 


remuneration for services where the remuneration did not exceed $1,000. Also do not report any information on trans- 
actions involving private advisory accounts. 


NOTE: If the answer to this item is ‘‘yes,’’ describe in an exhibit each such transaction including the name of each 
a involved and the nature of his interest and the nature of the relationship by reason of which such interest is de- 
bed. As to any transaction involving the purchase or sale of assets, state the cost of the assets to the purchaser and the 
cost thereof to the seller if the seller was such director, officer, or other corporation or organization, and such assets were 
acquired by the seller within two years prior to the transaction. If the interest of any person arises from the position of 


such person as a partner in a partnership, only the amount involved in the transaction with the partnership need be 
stated. 


ITEM 11. Remuneration Received by Registrant’s Directors, Officers, and Advisory Board Members 


This item applies to any individual who was a director, officer, or member of the advisory board of the registrant 
at any time during the fiscal year. However, information need not be given for any portion of the year during which any 
such individual did not occupy one of the positions indicated. 


The phrase ‘‘each person” as used in subsection a., column (c), and subsections b., c., and d., column (A), includes 
all of the following: (i) the registrant and its subsidiaries; (ii) any other registered investment company (and its sub- 
sidiaries) which retains as its investment adviser or principal underwriter the same person, or affiliated person thereof, 
as retained by the registrant; (iii) any other registered investment company (and its subsidiaries) which owns an interest 
in a company which regularly furnished advice to the registrant or to the investment adviser of the registrant with re- 
spect to the desirability of the registrant’s investing in, purchasing, or selling securities or other property, or was em- 
powered to determine what securities or other property should be purchased or sold by the registrant; (iv) a company of 
the character described in clause (iii) above and (v) any investment adviser, principal underwriter, or broker of the 
character described below. For purposes of clause (v) include any investment adviser, principal underwriter, or broker 
only if, for the most recent fiscal year of such person ending at least 60 days prior to the last date on which this report 
is required to be filed, the gross income received by such person in any capacity from the registrant and its subsidiaries, 
and from any other registered investment companies and subsidiaries specified in clauses (ii) and (iii) above, exceeded 
50% of the aggregate gross income of such investment adviser, principal underwriter, or broker, as the case may be, from 

| sources during the fiscal year. With respect to a principal underwriter, net underwriting discounts and commissions 

tained by a principal underwriter from the sale of shares of a registered investment company shall be deemed to be 
received from such registered company. Gross income from all sources other than profit or loss from transactions in 
securities and commodities for the firm’s investment account also should be included. 
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In column (A) of subsection a. indicate capacities by use of the following symbols: D—Director, O—Officer, A— 
Advisory board member, and E--Employee; also indicate the person for whom the compensation generating activi ) 
were rendered by designating the appropriate clause number of the second paragraph of these instructions. For exampwey/ © 
if an officer of the registrant was also a director and any employee of a fund in a complex which retains the same in- 
vestment adviser as registrant, the symbols DE (ii) should be placed in column (A). 







“Remuneration” as used in this item includes salaries, dividends, or other compensation received by the individuals | 
or groups specified in the item from the persons listed in clause (i) through (v) of paragraph 2 above. If the investment és 
adviser, principal underwriter, or broker is a partnership, include as remuneration partners’ withdrawals or any portion tr 
of the partnership’s net income applicable to the interests of partners to the extent such amounts represent substantially d 
the equivalent of salaries or other compensation. In determining the equivalence, give due consideration to the rates 
of salaries or other compensation paid to officers or other policy-making employees by an investment adviser, principal 
underwriter, or broker, as the case may be, similarly situated but doing business as a corporation. o 
se 
Remuneration amounts should be reported on an accrual basis if practicable. if 
. . ’ fc 
Column (B) of subsection d. need not be answered with respect to payments computed on an actuarial basis pur- | re 
suant to any plan which provides for fixed benefits in the event of retirement at a specified age or after a specified 
number of years of service. 
ITEM 12. Remuneration of Certain Affiliated Persons Acting as Agent in Property Transactions or as Broker in Se- 





curities Transactions 


NOTE: If the answer to any subsection is “‘yes,”’ cite in an exhibit the order or orders of the Commission permitting 
such compensation; if the compensation was not so permitted cite the rule under which an exclusion is claimed and 
furnish the following information: (1) a description of each such transaction, (2) the amount and basis of the 
compensation, and (3) the name of the affiliated person, or of the affiliated person of such person, and the basis of the 
affiliation. 











|2 
ITEM 13. Transactions between Registrant or Controlled Company and Affiliated or Certain Other Persons ] a 
Subsection b. is not applicable to advances to personnel to cover reimbursable expenses which were duly accounted 
for, nor is it applicable to situations where the borrower was controlled by the lender. 
Subsection c. is not applicable to any loan by the registrant to a company which owned all of the outstanding 
securities of the registrant, except director’s qualifying shares. tt 
NOTE: If the answer to any subsection is ‘‘yes,’’ cite in an exhibit the order or orders, if any, of the Commission i 
exempting each such transaction from the applicable provisions of the Act; if any transaction was not so exempted, cite | 
the rule or other regulation under the Act pursuant to which exclusion is claimed and furnish the following information: | 
(1) a description of each such transaction, (2) the identity of the persons involved, and (3) the nature of the affiliation 
with the registrant or controlled company. In addition, registrant shall describe in an exhibit the method, if any, whichit © tt 
employs to determine annually, so far as practicable, the identities of all persons who are affiliated persons of the : p 
registrant, or affiliated persons of such persons or of any promoter of or principal underwriter for the registrant. ; d 
\ fe) 
ITEM 14. Joint Enterprises Involving Registrant or Controlled Company and Affiliated or Certain Other Persons 
NOTE: If the answer to this item is “yes,” furnish as an exhibit the following information as to each such joint ir 
enterprise: (i) the nature and extent of the participation of (2) any affiliated person of the registrant or a company W 
controlled by it (not including affiliated persons of registrant by reason of Section 2 (a)(3)(B) of the Act), (b) any | 
principal underwriter for the registrant, or (c) any affiliated person of the foregoing, except the registrant; (ii) the | 
percentage of assets committed by the registrant or controlled company to the joint enterprise; (iii) the basis of affiliation 4 al 


(including the name of any controlled company, the name of any affiliated company, or the affiliated person of such a | b 
company); and (iv) the financial interest of each participant. As to any transaction involving the purchase or sale of © te 
securities or other property, state the cost of such property to the registrant or controlled company and to the affiliated 
company or affiliated person of such company. Where the participants share in the profits of such joint enterprise, ~ 






the method for allocating the proceeds and liabilities among the participants, and, where applicable, state the amount 
profits (or losses) realized by each participant. No information need be given with respect to joint enterprises not involving 
remuneration for services not in excess of $5,000. 
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\ ) The term “joint enterprise’ is defined in Rule 17d-1(c) of the Act. 


ITEM 15: Transactions between Registrant and Certain Affiliated Persons of Directors or Officers of Registrant's 
Investment Adviser or Principal Underwriter 


If the corporation or organization referred to’in this item directly or indirectly controlled, was controlled by, or was 
; under common control with, any affiliated person of the registrant or the principal underwriter for the registrant, 
{ transactions within this item should have been considered in answering Item 13 above, unless excepted by the provisions 
of Section 17(a)(1), 17(a)(2) or 17(c) of the Act, in which case such transactions may be ignored. 





The following transactions should not be included when answering this item: (i) transactions in the ordinary course 
of business with a broker or dealer, norma! commercial or investment banking transactions, legal, accounting or auditing 
services; (ii) services solely as a director, officer, or employee; (iii) sales and purchases of merchandise, leases and services 
incident thereto made or entered into in the ordinary course of business; or (iv) transactions not involving remuneration 
for services where the aggregate amount did not exceed $5,000, nor with respect to any individual transaction involving 
remuneration for services where the remuneration did not exceed $1,000. 


AES ASTM: O58 


NOTE: If the answer to this item is “‘yes,’’ describe in an exhibit each such transaction including the name of each 
person involved and the nature of his interest and the nature of the relationship by reason of which such interest is 
described. As to any transaction involving the purchase or sale of assets, state the cost of the assets to the purchaser and 
& the cost thereof to the seller if the seller was such director, officer, or other corporation or organization, and whether such 
assets were acquired by the seller within two years prior to the transaction. If the interest of any person arsises from the 
positians of such person as a partner in a partnership, only the amount involved in the transaction with the partnership 
need be stated. 


EM 16. Direct or Indirect Ownership Interest which Certain Affiliated Persons of the Registrant had during the Fiscal 
Year in Registrant’s Investment Adviser, Principal Underwriter, or Certain Brokers or Dealers 


ee 
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The term “affiliated person’’ as used in this item means each director, officer, member of any advisory board or 
committee, any person who owns of record or is known by registrant to own beneficially 5% or more of the outstanding 
voting securities, and each partner, of the registrant. 


At caption (1) of subsections a. and b. and at captions (1)-(5) of subsection c. insert the name of the firm in which 
the interest was held and, if such interest was indirect, the name of the firm in which the direct interest was held and the 
pertinent relationship between the two. If the investment adviser and principal underwriter are the same entity, so state 
under subsection b. in lieu of repeating any information. 


The brokers or dealers referred to in subsection c. include (1) any broker among the 10 brokers listed in Item 34 of 
this report as having received the greatest dollar amount of brokerage commissions by virtue of direct or indirect 
participation in the purchase or sale of portfolio securities during the fiscal year by the registrant and (2) any broker or 
dealer among the 10 brokers or dealers listed in Item 33 as having engaged as principals in the largest amount of purchases 
or sales of portfolio securities during the fiscal year by the registrant. 


Under the caption ‘‘Name of Affiliated Person” insert the name of the holder of the interest. If the holder is an 
individual, state last, first and middle names. Use two lines if necessary. If more space is required, use additional sheets 
with the same column headings and captions. Omit the names of all persons who owned no direct or indirect interest. 


Under the column entitled “Relationship Symbol’’ insert the following symbols as pertinent, to indicate all 
applicable relationships: R—registrant; |—investment adviser; U—principal underwriter; D—director; O—officer; A—advisory 
board member; S—seeurity holder (5% or more of the outstanding voting securities); P—partner. For example, use ““RDO” 
to denote positions with registrant as director and officer. , 


sie iaiists Lo kal 


With respect to columns (A) and (B) insert in the applicable column the following symbols to indicate the class of 
)) lecurity held: C—-common stock; O—option or warrant; P—preferred stock; D—debt security. Add the symbol V or N to 
. indicate whether the security is voting or non-voting. Where the interest owned was that of a sole proprietorship, that fact 
> shall be designated by the symbol “SP.” 
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ITEM 17. Family Relationships of Certain Affiliated Persons of Registrant 
































For purposes of this item “immediate family” of a specified person shall include parents, spouse, children, fo 
sisters, spouse of parents, spouse of children, parents of spouse, any relative to whose support the specified person contri- 
butes directly or indirectly, any step and adoptive relationships. 


NOTE: If the answer to any subsection is “‘yes,”’ indicate in an exhibit the nature of each such relationship and the 
names of the individuals involved. 


ITEM 18. Fidelity Bonds 





In subsection a. indicate the type of bond by use of the following symbols: !|—individual; B—blanket; Sl—single 
insured; or Ji—joint insured. If the registrant is named on a joint insured bond, attach as an exhibit a list of the other 
persons named on the bond including their relationship to registrant and the gross assets for each such person as of the end 
of the most recent fiscal quarter prior to the effective date of the bond or any renewal thereof. 


NER Recs See 


Under the column entitled ‘‘Dates in effect’’ in subsection a. use the symbol ‘’E” if a bond listed was in effect for the 
entire fiscal year, otherwise specify by number dates, e.g. 4-2-76, that portion of the fiscal year each bond listed was in 
effect. 


PGK a 


ITEM 19. Custody of Securities and Similar Investments 


Under the caption ‘‘Name of Custodian” insert the name of the bank or banks, exchange member, or registrant, in 
accordance with the type of custody checked. 


SSaBG 
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ITEM 20. Deposit of Funds in Banks Other than Custodian Banks 


LICE 


NOTE: If the answer to subsection c. is “‘yes,’’ describe in an exhibit such practice or arrangement. @ 


Subsection a.: \f registrant has more than one investment adviser, set forth in the table the fee rate paid to the 
adviser receiving the largest fee from registrant. In an exhibit other advisers should be identified and, with respect to each 
such other adviser, the name, the basis and amount of the fee paid and by whom such fee is paid should be furnished. If 
the advisory fee is based upon the total assets of an investment company complex, the breakpoints for the entire complex 
should be given. If the fee is computed under terms of the contract wholly or partly on the basis of the performance of the 
registrant, do not fill in this subsection, but so indicate in Item 21c. If a single rate is charged, insert ‘‘no limit’’ for the 
amount. If graduated fee rates are charged, insert the figures in successive spaces, and in the spaces opposite the step 
numbered 10, insert the final step amount and rate. 


ITEM 21. Investment Advisory Contract and Fees 


Subsection g.: An “associated registered investment company” means any registered investment company which 
retains as its investment adviser or principal underwriter the same person, or an affiliated person thereof, as retained by the 
registrant, or which owns an interest in a company in which the registrant also owns an interest and which company 
regularly furnished advice to the registrant or to the investment adviser of the registrant with respect to the desirability of 
registrant’s investing in, purchasing, or selling securities or other property, or was empowered to determine what securities 
or other property should be purchased or sold by the registrant and which company furnished such services at cost to one [| 
or more registered investment companies including the registrant, insurance companies, or other financial institutions. | 
Information need not be furnished with respect to any associated registered investment company unless an affiliated 
person of such company was also an affiliated person of the registrant, of the investment adviser of the registrant, or of 
any investment adviser which was an affiliated person of such investment adviser, or of the principal underwriter for 
the registrant. 
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ITEM 22. Entry into or Renewal of Investment Advisory Contract 


into an investment advisory contract. 





For purposes of this item, the amendment of an investment advisory contract shall be deemed to constitute an “4 


ITEM 23. Personnel of Each Investment Adviser of Registrant 
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ITEM 24. Services Supplied by Investment Adviser 


NOTE: If the answer to subsection b. is “yes,” state in an exhibit the name of the person(s) who supplied or paid 
for such services, the direct or indirect relationship, if any, of such person(s) with the registrant, its investment adviser, or 
its principal underwriter, and the actual amount paid or other consideration given, if any, for such services, if known to 
registrant. 


ITEM 25. Direct or Indirect Ownership Interest which Certain Affiliated Persons of the Registrant’s Investment Adviser 
had during the Fiscal Year in Registrant’s Investment Adviser, Principal Underwriter, or Certain Brokers or 
Dealers 


The term “affiliated person” as used in this item means each director, officer, member of any advisory board or 
committee, and person who owns of record or is known by registrant to own beneficially 5% or more of the outstanding 
voting securities, and each partner, of registrant’s investment adviser. 


At caption (1) of subsections a. and b.and at captions (1)-(5) of subsection c.insert the name of the firm in which the 
interest was held and, if such interest is indirect, the name of the firm in which the direct interest was held and the 
pertinent relationship between the two. If the investment adviser and principal underwriter are the same entity, so state 
under subsection b. in lieu of repeating any information. 


The brokers or dealers referred to in subsection c. include (1) any broker among the 10 brokers listed in Item 34 of 
this report as having received the greatest dollar amount of brokerage commissions by virtue of direct or indirect 
participation in the purchase or sale of portfolio securities during the fiscal year by the registrant and (2) any broker or 
dealer among the 10 brokers or dealers listed in Item 33 as having engaged as largest amount of purchases or sales of 
portfolio securities during the fiscal year by the registrant. 


Under the caption ‘Name of Affiliated Person’ insert the name of the holder of the interest. If the holder is an 
individual, last, first and middle names. Use two lines if necessary. If more space is required, use additional sheets with the 
e column headings and captions. Omit the names of all persons who owned no direct or indirect interest. 


Under the column entitled “Relationship Symbol” insert the following symbols, as pertinent, to indicate all 
applicable relationships: R—registrant; |—investment adviser; U—principal underwriter; D—director; O—officer; A—advisory 
board member; S—security holder (5% or more of the outstanding voting securities); P—partner. 


With respect to columns (A) and (B) insert in the appropriate column the following symbols to indicate the class of 
security held: C-common stock; O—option or warrant; P—preferred stock; D—debt security. Add the symbol V or N to 
indicate whether the security is voting or non-voting. Where the interest owned was that of a sole proprietorship, that fact 
shall be designated by the symbol “‘SP.”’ 


ITEM 26. Other Persons Furnishing Investment Advice 


Information need not be considered in responding to this item with respect to any of the following: (i) persons whose 
advice was furnished to the investment adviser or the registrant solely through uniform publications distributed to 
subscribers thereto; (ii) persons who furnished the investment adviser or the registrant only with statistical and other 
factual information, advice regarding economic factors and trends, or advice as to occasional transactions in specific 
securities, but without generally furnishing advice to them or making recommendations to them regarding the purchase or 
sale of securities by the registrant; or (iii) a company which furnished the services described in this item at cost to one or 
more registered investment companies (including the registrant), insurance companies, or other financial institutions. 


With respect to subsection b., Item 15 of Form N-1 and Item 16 to Form N-2 request this information. 


ITEM 27. Administrative and Other Services 


The term “similar services’ is not intended to include: (1) services performed by any person in the capacity of 
custodian, transfer agent, or dividend disbursingagent for the registrant; (2) services for which payment is made at a 
tandard rate for mailing proxies or periodic reports to the shareholders of the registrant; or (3) any service for which 

Qe payments of less than $500 were made during the fiscal year. It is also not intended to include services 
erformed by any personnel of the registrant or by a company furnishing such services at cost to one or more registered 
investment companies, insurance companies, or other financial institutions. 
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If a single rate is charged, insert ‘‘no limit’ for the amount in the space labeled ‘‘Net Assets’ in subsection e. If 
graduated fee rates are charged, insert the figures in successive spaces, and in the space opposite the step numbered 





insert the final step amount and rate. Add additional spaces if more are required. |} 


ITEM 28. Portfolio Turnover Rates 


Subsection a.: The turnover rate shall be calculated by dividing (A) the lesser of purchases or sales of portfolio 
securities for the fiscal year by (B) the monthly average of the value of the portfolio securities owned by the registrant 
during the fiscal year. Such monthly average shall be calculated by totaling the values of the portfolio securities as of the 
beginning and end of the first month of the fiscal year and as of the end of each of the succeeding eleven months, and 
dividing the sum by 13, except that the average value of securities for which market quotations are not available may be 
based upon the value of such securities as of the end of the preceding fiscal quarter. 


For the purpose of subsection a., there shall be excluded from both the numerator and the denominator all U.S. 
Government securities (short-term and long-term) and all other securities, including options, whose maturities at the time 
of acquisition were one year or less. Purchases shall include any cash paid upon the conversion of one portfolio security 
into another. Purchases shall also include the cost of rights or warrants purchased. Sales shall include the net proceeds of 
the sale of rights or warrants. Sales shall also include the net proceeds of redemptions of portfolio securities by call or 
maturity. 


Subsection b.: Common equity portfolio securities shall include all classes of common capital stock, and rights and 
warrants to purchase the same, owned by the registrant during the fiscal year. The common equity portfolio turnover rate 
shall be calculated the same way as the total portfolio turnover rate in subsection a. except only common equity portfolio 
securities shall be used. If a common equity security was acquired by the exercise of a conversion option attaching toa 
non-common equity security, there shall be included in purchases the market value, as of the date of the exercise, of the 
security surrendered, plus any cash paid therewith. If one common equity security was exchanged for another by the 
exercise of a conversion option, there shall be included in purchases any cash paid upon the conversion. Purchases shall 


also include the costs of rights or warrants purchased. Sales shall include the net proceeds of the sale of rights or iii =F 


General: \f during the fiscal year the registrant acquired assets of another investment company or of a perso 
holding company in exchange for its own shares, it shall exclude from purchases the value of securities so acquired, and 
from all sales of such securities made following a purchase-of-assets transaction to realign the registrant’s portfolio. In such 
event, the registrant shall also make appropriate adjustment in the denominator of the portfolio turnover computation. 
The registrant shall make appropriate disclosure in an exhibit of such exclusions and adjustments. 


Short sales and put and call options, expiring more than one year fom date of acquisiton, are included in purchases 
and sales for purposes of this item. A short sale should be treated as an increase in sales and the covering of a short sale 
should be treated as an increase in purchases. 


ITEM 29. Purchase and Sale Transactions within Six-Month Period 


Omit purchases and sales of U.S. Government, state, and municipal obligations (short-term and long-term) and 
short-term corporate obligations maturing within one year from the date of purchase or sale. 


Do not include any transactions relating to convertible securities if the period of time between the original purchase 
of a convertible security and the ultimate sale of the security into which it was converted exceeded six months, regardless 
of when the conversion option was exercised. If, however, such period of time did not exceed six months, the transaction 
should be included. Also, if a convertible security was purchased and sold within a six-month period without and inter- 
vening conversion, or if a convertible security was sold and a security of the same class of the same issuer was purchased 
within a six-month period, the transaction should be included. 


If the aggregate dollar amount of the purchaser or the aggregate dollar of the sales otherwise reportable was less 
than the $50,000 or one-half of one percent of the net asset value of the registrant at the end of the fiscal year, sub- 
sections a. and b. may be answered “INAPPLICABLE.” 





Sie 


at aaa eesti, 





= 
renee 


Bet SS 


" 


sk 





Bu 
iss 


fis 
qu 


of; 
un 


ex! 
Short sales and options transactions are treated as sales of securities. When a security sold short is closed (throug) 6 
> Sut 


purchase), a six-month period begins at the date of purchase; if within six months thereafter the same security is purcha: 
or again sold short, it should be listed in this Item. 
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, With respect to options, if the clearing corporation of a listed option requires delivery of the underlying security or 
@: is a closing purchase transaction, the writing or purchase of an option on the same underlying security with the same 


aring Corporation within six months of that delivery or closing purchase transaction would require inclusion in this 
Item. 


ITEM 30. Portfolio Trading Practices 


A “repurchase agreement” is an arrangement where customers of a bank who have sold securities and who wish to 
keep the proceeds available for immediate reinvestment and risk no loss on market fluctuations use such proceeds to 
purchase government securities which the bank agrees to repurchase from them on a given date with interest at an agreed 
rate generally different from the coupon rate of the government securities. 


ITEM 31. Portfolio Transactions Not Settled by Specified Settlement Dates 


Insert, in numerals, the month and year in which a fiscal quarter ended in every space under the caption ‘‘Fiscal 


Quarter Ended.” If at the end of any quarter there were no unsettled transactions required to be reported, no information 
should be provided in any of the other columns. 


Transactions reported shall exclude all securities whose maturities at the time of acquisition were one year or less. 
Total transactions during the quarter shall include all transactions for which the trade date fell within the quarter 
regardless of when settled. The number of transactions shall be considered the number of separate sales or purchases which 
were made to fill an order placed with a broker rather than considering the order placed as a single transaction. 


Include as unsettled transactions stock splits or stock dividends for which a stock certificate had not been delivered 
within 10 business days after the required date of issuance, and for the purposes of this tabulation value them at the 
~ price on that date. 


References to various numbers of days elapsed are not intended to indicate accepted standards of business conduct. 
They are merely convenient number of days for reporting unsettled transactions. 


ITEM 32. “Restricted Securities” 


For purposes of this item ‘‘restricted securities’ are securities which at any time during the fiscal year were carried on 


the books of the registrant as required by Rule 31a-1(b)(2)(ii) under the Act as securities the salability of which was 
conditioned. 


Under the caption “Class of Sec.’’ insert the following symbol to indicate the class of security: C—-common; 
O-option or warrant; P—preferred stock; PT—convertible preferred stock; PW—preferred stock with warrants attached; 
DT—convertible debt security; or DW—debt security with warrants attached. 


Set forth in column (A), as to each security which has been assigned an identification number by the CUSIP Service 
Bureau of Standard Statistics Company, Inc., the nine-digit CUSIP number of each security, consisting of the six-digit 
issuer number, the two-digit (or letter) issue number, and the issue (not issuer) check digit. 


Under subsection a. do not include any securities sold during the fiscal year or any securities determined during the 
fiscal year by registrant or its counsel no longer to be restricted. Information furnished in response to subsection a. is for 
quantities of securities still owned at the end of the fiscal year. 


In column (E) of subsection b. supply the information requested by inserting ‘’1.”” to denote a sale through a public 
offering, ‘2.’ to denote a private sale, or ‘3.’ to indicate a sale on the open market. If any exemption from registration 
under the Securities Act of 1933 was claimed for a sale by the registrant, attach an exhibit stating the basis for such 
exemption. 


)). @ If any securities fall under both subsections b. and c., they should be listed under both subsections. In column (E) of 
: § 


bsection c., if any security was sold during the fiscal year, insert the sale price (in lieu of the value at the end of the 
fiscal year) and the date of sale, e.g., 6-18-76. 
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ITEM 33. Portfolio Transactions by Registrant with Brokers and Dealers Acting as Principals 
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Unger the,name of the broker or dealer set forth the names arranged in order of the total amount of transactions 6 e: 
registrant with each broker or dealer from the highest to the lowest amounts. For the purpose of this item, the registrant 4 
may, but feed not; consider principal transactions in which the discount or concession to a broker or dealer was specified ; 

in the prospectus or fixed by the terms of the offering. > ITEM 





ITEM 34.* Brokerage Commissions Paid on Portfolio Transactions of Registrant | ITEM 


eet . 


Include.@s. brokerage commissions the amount of the compensation on those principal transactions (i.e., new issues 
and secondary distrjputions) where the discount or concession was specified in the prospectus or fixed by the terms of the © ITEM 
offering, Do net inelude as paid to a broker amounts paid by the registrant to such broker if the choice of such broker is 
not made: bythe registrant, its investment adviser or its principal underwriter; such amounts should be deemed to be paid | | 
by the person selecting the broker receiving such accounts. For the purpose of this item “indirect participation” does not [| unrea 
include commissions paid to floor brokers. Amounts listed under columns (C) and (D) are amounts received from other [|  distril 
brokers or dealers at the direction or request of registrant, its investment adviser or its principal underwriter. | 
ITEM 35. Considerations which Affected the Participations of Brokers or Dealers in Commissions or Other | distril 

Gompensation Paid on Portfolio Transactions of Registrant 


Under:subsection f. an “affiliated relationship” is one with registrant, its investment adviser or principal underwriter, | distri 
or an affiliated person of any of them. ; 
; Bee ie ITEM 
ITEM 36. Participations of Certain Affiliated Brokers or Dealers in Brokerage Commissions on Registrant’s Portfolio 
Transactions and ‘on Portfolio Transactions of any Associated Registered Investment Company ‘ ITEM 
The term:*‘affiliated broker or dealer means any broker or dealer of which a director, member of any advisory board 
or advisory committee, any person who owns of record or is known by registrant to own beneficially 5% or more of the 
outstanding voting securities, or any partner, of registrant or of its investment adviser or principal underwriter, was : ¢ 
affiliated person. | bi 


Include as. brokerage commissions the amount of compensation on those principal transactions (i.e., new issues and py: 
secondary distributions) where the discount or concession was specified in the prospectus or fixed by the terms of the . | 
offering. samp 

inqui 





Da not include as amounts received by any broker amounts paid by the registrant or an associated registered | 
investmént company to such broker if the choice of such broker was not made by the registrant or an associated registered [| /7EV 
investment company, or an investment adviser or principal underwriter thereof; such amounts should be deemed to be | 
paid by the persgn selecting the broker receiving such amounts. ‘‘Indirect participation” does not include commissions ; 
paid to. floor brokers. “no” 

The term ‘‘associated registered investment company” is defined under the instructions for subsection g. to Item 21. 

at ot ITEN 

In subsection (2) of this item, insert the name of the associated registered investment company under the caption and 
enter the names of the affiliated brokers or dealers receiving participations in brokerage commissions paid by such 
company. 

; com| 
ITEM 37. Selection of Brokers or Dealers in Return for Benefits or Other Consideration Provided to Other Persons 

The.term “other person” as used in this item does not include a company which regularly furnished, at cost, advice acqu 
to the segistrant or to the investment adviser of the registrant with respect to the desirability of the registrant’s investing show 
in, purchasing, ‘or ‘selling securities or other property, or was empowered to determine what securities or other property regis 
should be purchased or sold by registrant. com) 

4s inves 

NOTE: tf the, answer is “yes,” furnish as an exhibit the following information: (1) the name of each such other asset 





person; (2) the nature af any arrangement or practice in this area; (3) the dollar amount of the commissions paid on such 

order; (4) the nature of the advice, information, benefits or other consideration provided to such other person; and (5) “) 
name of the broker or dealer in each case. If the aggregate amount of the commissions on all such orders placed with an é 
one broker or dealer.in return for benefits to any one such other person did not exceed $500 during the fiscal year, it will 
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not be necessary to furnish the information required by clauses (1), (3) and (4) above; in such event, however, the 
Geren furnished under clause (5) shall also state thie aggregate amount of such commissions paid to the broker or 
Méler during the fiscal year and the total number of persons on whose behalf such orders were placed. 


ITEM 38. Tax Status 


ITEM 39. Underwriting Commitments 


ITEM 40. Monthly Sales of Registrant’s Shares; Dividends, Capital Gains and Other Distributions 


If registrant is a money market fund declaring daily dividends of all its net investment income including realized and 
unrealized gains and losses on securities, it need not specify in columns (E) and (G) that portion of any monthly 
distribution which consisted of capital gains. 


NOTE: If registrant distributed long-term capital gains more often than once during registrant’s taxable year which 
distribution was not excepted by a rule or order of the Commission, state in an exhibit the reasons for such distributions. 


For distributions listed under the caption “Other,” state in an exhibit the nature and aggregate amount of each such 
distribution. 


ITEM 41. Solicitation of Proxies 


ITEM 42. Conformations, Share Balance Statements and Other Communications 


If registrant acts as its own underwriter or distributor, it must send confirmations of transactions in its shares in order 
- being deemed an underwriter for purposes of the Act. 


NOTE: File as an exhibit a list of all communications sent to shareholders including a statement as to the timing 
and frequency of each such communication and attach a representative copy of each such communication. For purposes 
of the exhibit include any communication transmitted to shareholders on a general scale, whether to all or a selected 


sample of accounts. Do not include communications sent to shareholders on an individual basis in response to individual 
inquiries. 


ITEM 43. Dividends or Distributions Requiring a Written Statement to Stockholders of Registrant 


NOTE: File as an exhibit a copy of each written statement which was sent to shareholders during the fiscal year. A 
“no” answer to this item should be fully explained in an exhibit. 


ITEM 44. Purchase of Securities of or Other Interest in an Investment Company, Investment Adviser, Broker, Dealer, 
Underwriter, or Insurance Company 


Transactions in which the registrant or any company controlled by it acquired the assets of another investment 
company or of a personal holding company in exchange for its own shares are excluded from this item. 


NOTE: If the answer is ‘‘yes,’’ cite in an exhibit the order or orders, if any, of the Commission exempting such 
acquisitions from the provisions of the Act, or if such acquisitions were not so exempted: (1) list each such acquisition; (2) 
show the resultant percentage of outstanding voting stock of, or other proprietary interest in, the issuer held by the 
registrant and any companies controlled by the registrant; (3) if the security acquired was issued by any other investment 
company, show the percentage immediately after such acquisition which (i) the value of the securities of such other 
investment company that were owned by the registrant and any companies controlled by it bore to the value of the total 
assets of the registrant, and (ii) the value of the securities of all investment companies (other than the registrant) that were 


Ge: by the registrant and companies controlled by it bore to the value of the total assets of the registrant, and (4) if the 


curity acquired was issued by a registered closed-end investment company, show the resultant percentage of outstanding 
oting stock of such company owned in the aggregate by the registrant, companies controlled by it, other investment 
companies having the same investment adviser, and companies controlled by such investment companies. 
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lf the registrant or any company controlled by it relied upon any of the provisions of Section 12(d) of the Act for an 
exception from the prohibitions of such section, or if it relied upon Rule 12d-1 for exemption from any of t 
prohibitions of Section 12(d) (3), it shall furnish the information required by the above paragraph and state the basis f 
the claimed exemption or exception. If the registrant or any company controlled by it, however, relied upon an order of 
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the Commission granting an exemption from any of the prohibitions of Section 12(d), or upon a no-action letter from the to tl 
Commission or its staff, it need only cite the specific order or letter. — 
ITEM 45. Procedures with Respect to Stated Polices ITE! 
The term “‘policies’’ as used in this item includes the policies recited in Section 8(b)(1) of the Act, all policies which _ 
are changeable only if authorized by shareholder vote, all policies which the registrant deems to be fundamental under § 
Sections 8(b)(3) and 13(a)(3) of the Act, and all other policies recited in a registration statement. ey 
NOTE: If the answer to subsection a. is ‘‘yes’’ and the procedures followed during the fiscal year differed from polic 
those previously reported or if registrant is filing this report for the first time, attach as an exhibit a description of the 
procedures followed. 
ITE! 
ITEM 46. Purchase of Securities during Underwriting by Affiliated Principal Underwriter 
q dedi 
This item does not apply to situations where the registrant in acquiring any security was itself acting as a principal J Sect 
underwriter for the issuer. 
NOTE: If the answer is ‘‘yes,” explain in an exhibit the basis for any claimed exemption from Section 10(f) of the | aggr 
Act and cite the specific rule or order of the Commission relied upon for each exemption. If the registrant claimed [fF pref 


exemption from Section 10(f) by virtue of Rule 10f-3 for all transactions for which a ‘‘yes”’ answer was made in the item © 
and filed the statement required by Rule 10f-3(h) for each such transaction, it will be sufficient to state the date when 


each such statement was filed. 6) e 


ITEM 47. Selection and Ratification of Accountants and Auditors; Preparation of Financial Statements Filed with 





the Commission 7 
NOTE: If the answer to either subsection is “‘yes,”’ identify in an exhibit each such statement and the person | 
certifying or participating as the case may be. If the registrant claims an exemption from the selection requirements of | nes 
Section 32(a)(1) of the Act by virtue of Rule 32a-1, or if it deems the ratification requirements of Section 32(a)(2) to be 
not required because of the specific exception contained in such section, registrant shall so state in an exhibit. its 
| 
ITEM 48. Cross-Ownership and Circular Ownership 
clair 
Cross-ownership shall be deemed to exist between two companies when each of such companies beneficially owns j indi 
more than 3% of the outstanding voting securities of the other company. Circular ownership shall be deemed to exist [| regi: 
between two companies if such companies are included within a group of three or more companies, each of which (1) | 
beneficially owns more than 3% of the outstanding voting securities of one or more other companies of the group; and (2) THE 
has more than 3% of its own outstanding voting securities beneficially owned by another company, or by each of twoor [| 
more other companies, of the group. 
ITE 
NOTE: If the answer to subsection a. is “‘yes,’’ describe in an exhibit the circumstances leading to such cross or 
circular ownership. If the answer to subsection b. is “yes,’’ state in an exhibit what steps were taken to terminate such 
ownership. : purs 
ITEM 49. Periodic Calculation of Current Net Asset Value Per Share of Registrant’s Outstanding Capital Stock yea 


By its terms Rule 2a-4 under the Act applies only to companies issuing redeemable securities (open-end companies); | 
however, the procedures specified by the rule may be equally appropriate for closed-end companies as well. Therefore, @) @... 
the answer to the item is other than “yes,” registrant, whether open-ended or closed-ended, should describe in an exhibMev 
the differences in the procedures utilized to calculate current net asset value and state the reasons therefor. 
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6" 50. Employees of Registrant 


A person furnishing advisory services at cost is any person who pursuant to contract regularly furnishes at cost advice 
to the registrant with respect to desirability of investing in, purchasing or selling securities or other property, or is 
empowered to determine what securities or other property shall be purchased or sold by the registrant. 


ITEM 51. Policy with respect to Trading in Securities by Certain Affiliated Persons of the Registrant or of its Investment 
Adviser 





NOTE: If the answer to subsections a. or c. is “‘yes,’’ describe in an exhibit the procedures the registrant or the 
investment adviser or other company, as the case may be, employs to make known the existence of such code or other 
policy to persons to whom it is applicable. Also attach a copy of each written code or other written statement of policy. 


ITEM 52. Senior Securities of Registrant and Applicable Asset Coverages 


In response to subsection a. 5. supply a single ratio which the value of the net assets of the registrant, before 
deducting senior securities, bears to the aggregate amounts of senior securities representing indebtedness as specified in 
> Section 18(h) of the Act. 





In response to subsection b. 5. supply a single ratio which the value of the net assets of the registrant bears to the 
aggregate amounts of senior securities representing indebtedness plus the aggregate of the involuntary liquidation 
preference of any class of senior security which is a stock as specified in Section 18(h) of the Act. 


Under the caption ““Amount Outstanding Excluding Treasury Securities’ furnish the amount of. each class of 
apie or total involuntary liquidation preference of each class of stock. 





ITEM 53. Issuance of Securities Other than for Cash or Securities 

NOTE: If the answer to either subsection is ‘‘yes,’’ state in an exhibit the facts surrounding the issuance of such 
securities. 
ITEM 54. Registration of Securities 

NOTE: If the answer is ‘‘no,” indicate in an exhibit the title and quantity of the security issued, the exemption 
claimed, the facts relied upon to make the exemption available, and the names of the principal underwriters, if any, 
indicating any such underwriters which are affiliated persons of, or affiliated persons of affiliated persons of, the 


registrant. 


THE NEXT FOUR ITEMS ARE APPLICABLE TO CLOSED-END COMPANIES ONLY 


ITEM 55. Sales, Repurchases, and Redemptions of Securities 


This item does not apply to short-term paper or ordinary sinking fund operations, similar periodic decreases made 
pursuant to the terms of governing instruments, or payment of indebtedness at maturity. 





The number of shares under column (A) should be adjusted to reflect any stock dividend or stock split during the 
year. 


ais gp sealant al 


| Q For purposes of subsection e. the extension of the maturity date of indebtedness shall be deemed the issuance of new 
ndebtedness. 


Redemption as used in subsections d. and f. means redemption at the option of the issuer. 
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ITEM 56. Distribtuion of Repurchase of Securities q é 
NOTE: If the answer to subsection a. is ‘“yes,’’ state in an exhibit the facts of each such sale and which ® i 


exceptions, if any, permitted in Section 23(b) of the Act was relied upon. If the answer to subsection b. is “‘yes,”’ state in 
an exhibit the facts of each such repurchase. If any repurchases were made pursuant to an order of the Commission or 
pursuant to Rule 23c-1 under the Act, it will be sufficient to cite the order number of the date of the statement filed on 
Form N-23C-1 pursuant to said rule, whichever is applicable. 


ITEM 57. Market Discount or Premium from Net Asset Value 


“‘Market price’ for the purposes of this item means the closing sale price if available or the mean between the bid and 
asked prices if no sales. 


ITEM 58. Securities of Registrant Registered on a National Securities Exchange or Listed on NASDAQ 


In the column headed “Exchange code”’ place the appropriate number: 1—American Stock Exchange; 2—New York 
Stock Exchange; 3—Pacific Stock Exchange; 4—Midwest Stock Exchange; 5—Cincinnati Stock Exchange; 6—Detroit Stock 
Exchange; 7—Intermountain Stock Exchange; 8-Spokane Stock Exchange; 9-NASDAQ. 


CLOSED-END COMPANIES SHOULD NOW TURN TO PAGE 32 AND ANSWER ITEM 72, PAGES 24 THROUGH 31 
SHOULD BE DISCARDED. ITEMS 59 THROUGH 71 ARE APPLICABLE ONLY TO OPEN-END COMPANIES 


ITEM 59. Sales, Redemptions and Repurchases of Securities 


investment trust which is the issuer of plan certificates the net proceeds of which are invested in such shares. The num! 

of shares stated in answer to subsections a. 1. and 2. shall reflect any additional or lesser number of shares resulting from 
stock split, stock dividend, or reverse split, which change was reflected in an amendment to the registration statement 
pursuant to Rule 146 under the Securities Act of 1933. 


Subsection a.: Shares sold in a public offering shall include shares sold by the registrant to a registered ®) 


Subsection b.: NOTE: If the answer is “yes,” state in an exhibit (1) the date(s) and the number of excess shares, 
and (2) the circumstances of such sale(s), including whether such excess shares were subsequently registered in accordance 
with a rule or regulation of the Commission under Section 24(f) of the Act. 


Subsections c. and d.: Under the the column captioned “E” place the symbol “E” to indicate any estimated 
amounts of shares or consideration therefor. The number of shares should be adjusted to reflect any stock split or stock 
dividend during the fiscal year. The term ‘‘exchange”’ refers to the redemption or repurchase of shares of one fund and the 
investment of all or part of the proceeds in shares of another fund at net asset value, with or without the payment of a 
nominal transaction charge. The term “another fund’’ means an investment company which retains as its investment 
adviser or principal underwriter the same person, or an affiliated person thereof, as retained by registrant. 


ITEM 60. Sale of Securities to Other Investment Companies 


Do not report any transaction in which the registrant or a company controlled by it acquired the assets of another 
investment company or of a personal holding company in exchange for its own shares. 


NOTE: If the answer is ‘‘yes,’’ cite in an exhibit the order or orders of the Commission exempting such dispositions 
from the Act, or if any such disposition was not so exempted: (1) list each disposition, and (2) show the resultant 
percentage of outstanding voting stock of the registrant owned by (i) such other investment company and any companies 
controlled by it and (ii) all investment companies (other than the registrant) and any companies controlled by them. 


If the registrant or any company controlled by it relied upon any of the provisions of Section 12(d) of the Act for 
exception from the prohibitions of such section, or if it relied upon Rule 12d-1 for exemption from any of 
prohibitions of of Section 12(d)(3), it shall furnish the information required by the above instruction and state the specific 
basis for the claimed exception or exemption. 
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é 67. Time Lapse between Sale of Shares of, and Receipt of Proceeds by, Registrant; Loss on Cancellation of Orders 


In subsection b., insert the month and year, in numerals, in every space in column (A), leave all other columns blank 
for any month as of the end of which there were no unsettled share sales to report. Total sales during any one month shall 
include all transactions for which the date of sale fell within the month regardless of when settled. All dollar amounts shall 
be stated at the net asset value next computed after receipt of the order. References to various numbers of days elapsed 
are not intended to indicate accepted standards of business conduct. They are merely convenient numbers of days for 
reporting unsettled transactions. 


For purposes of subsection c., a loss on the sale of shares is defined as any excess of the net asset value at the date of 
sale over the net asset value at the date of cancellation of the sale. A loss on the redemption or repurchase of shares is 
defined as any excess of net asset value at the date of cancellation of the redemption or repurchase over the net asset value 
at the date of redemption or repurchase. In reporting losses in this item, any gains resulting from cancellations (because of 
changes in net asset value in reverse of those stated above) shall not be offset against such losses. See Investment Company 
Act Release No. 6366 (March 5, 1971) for a statement of the Commission's views as to the proper dispositioh of orders for 
the sale, redemption, or repurchase of shares not honored by investors. 


ITEM 62. Suspension of Right of Redemption; Delay in Payment upon Repurchase 


For purposes of subsection a., the number of shares involved shall mean the number tendered in proper form for 
redemption (or in cases where certificates were not previously issued, the number for which requests in proper form 
were received), which were affected by a suspension, postponement or delay of the specified number of days after such 
tender. ‘ 


For purposes of subsection b., the number of days for payment upon repurchase shall be computed from the date the 
registrant (or its agent designated to make payment) received in proper form shares for repurchase, or requests for 
repurchase where certificates were not previously issued. 

, 7 
In subsection c., insert the month and year, in numerals, in every space in column (A), leave all other calumns blank 
r any month as of the end of which there were no unsettled share repurchases to report. Total repurchases during any 
one month shall include all transactions for which the date of order for repurchase fell within the month regardless of 
when settled. All dollar amounts shall be stated at the net asset value next computed after receipt. of the order for 
repurchase. 


ITEM 63. Pricing of Registrant’s Shares for Distribution, Redemption and Repurchase 


For the purposes of this item, the current net asset value of any redeemable security of registrant shall be that 
computed on each day during which the New York Stock Exchange is open for trading, not less frequently than once daily 
as of the time of the close of trading on such Exchange. ‘ 

NOTE: If the answer is “yes,”’ describe in an exhibit the pricing procedure followed and the reasons therefor, citing 
any specific exemption order granted by the Commission from the provisions of Rule 22c-1 under the Act. 


ITEM 64. Exchange Offers Made to Shareholders of Registrant or of Any Other Open-End Company 


An offer by a principal underwriter means an offer communicated to holders of securities of a class or series but does 
not include an offer made by such principal underwriter to an individual investor in the course of a retail business 
conducted by such principal underwriter. Net asset value means the net asset value which is in effect for the purpose of 
determining the price at which the securities, or class or series of securities involved, are offered for sale to the public 
either (1) at the time of the receipt of the offer or (2) at such later times as specified in the offer. 


NOTE: If the answer to either subsection is ‘‘yes,”’ cite in an exhibit the order or orders of the Commission 


approving the terms of each such offer or, if each offer was not so approved, describe such offers including the basis for 
any claimed exception from the provisions of Sections 11(a) and (c) of the Act. 


@” 65. Variations in Sales Load 


NOTE: If the answer is “yes,” cite in an exhibit the order or orders of the Commission exempting any variations or, 
in the absence of any such orders, state the facts with respect to all non-exempt variations. 
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ITEM 66. Sales Load and Distribtuion Information ‘a e in 
» , on 


Subsection a.: \Include under the column entitled ‘‘other compensation” any compensation received by a prin 





underwriter in connection with the sale of shares of the registrant which was not deducted from the offering price at the | ieee 
time of sale, and compensation received for keeping registrant’s securities outstanding in the hands of the public. Also ~ 4 
include under this column remuneration received by a principal underwriter pursuant to an investment advisory contract © this re 
with the registrant. 4 partic 
, ‘ i ; : ’ 3 ’ dealer 
Subsection b.: The term “associated registered investment company” is defined in the first sentence of the oneal 

instructions to subsection g. of Item 21. No information need be furnished with respect to any: associated registered © 
investment company unless an affiliated person of such company was also an affiliated person of the registrant, of the | | 
principal underwriter for the registrant (or of any principal underwriter which was an affiliated person of such principal indivi 
underwriter), or of the investment adviser of the registrant. with | 
F Z the sr 

Subsection c.: \f no sales load is charged, insert ‘‘none’’ in the space opposite Step 1. and leave all other spaces 

blank. If a single load is charged, insert ‘‘no limit” in the first space under column (c). If graduated loads are charged, | 
insert the figures in successive spaces and the final step figures in the last spaces of the table. Under column (D) supply the © relatin 
percent of the dealer discount on regular single purchase sales. or mc 
ITEM 67. Entry into or Renewal of Principal Underwriting Contract 4 secur 
> _ indic 
For purposes of this item, amendment of an existing principal underwriting contract shall be deemed to constitute an © fact s 

entry into a principal underwriting contract. : 
ITEM 


ITEM 68. Other Payments by Registrant to Underwriters or Dealers 


Any information furnished in the answers to Items 27, 34, 67a. or 69 should not be considered in responding to @) 4 oe 
item. Also, any payment for a service excluded by the instructions to Item 26. q 








NOTE: If the answer is ‘yes,’ furnish in an exhibit (1) the name and address of the underwriter or dealer, (2) a incluc 
description of the circumstances surrounding the payments, (3) the amount paid, and (4) the basis on which the amount ence 
of the payment was determined and the consideration received for it. If the payments were made pursuant to an share 
arrangement or policy applicable to dealers generally, it will be sufficient to describe such arrangement or policy. swere 

and r 
ITEM 69. Ten Dealers Selling Largest Amounts of Registrant’s Shares 
SIGN 

Set forth the names of the dealers in order of size of sales of registrant's shares and their participation in brokerage 
commissions on registrant's portfolio transactions. Include as brokerage commissions the amount of compensation on 
those principal transactions (i.e., new issues and secondary distributions) where the discount or concession was specified in 
the prospectus or fixed by the terms of the offering. Do not include as brokerage commissions amounts paid to a dealer by 
the registrant if the choice of such dealer was not made by the registrant, its investment adviser or its principal | (or t 
underwriter; such amounts should be deemed to be paid by the person selecting the dealer receiving such amounts. The | a8 th 
dollar amounts under column (B) should be stated at the net asset value of the shares sold and should not include shares | chan 
issued upon the reinvestment of dividends. Columns (C) and (D) only apply to amounts received or paid at the directionor [| on it 
request of the registrant its investment adviser, or its principal underwriter. i — 
NOTE: The answer to this item is subject to confidential treament pursuant to Rule 45a-1 under the Act. Registrants | 
should follow subsection (b) of Rule 45a-1 when furnishing the information required by this item to the Commission. : 

ITEM 70. Direct or Indirect Ownership Interest which Certain Affiliated Persons of the Registrant’s Principal 
Underwriter had during the Fiscal Year in Registrant’s Investment Adviser, Principal Underwriter, or Certain ; 
Brokers or Dealers ven 





The term “affiliated person’’ as used in this item means each director, officer,any person who owns of record of) b § 
known by registrant to own beneficially 5% or more of the outstanding voting securities, and each partner, of registrant’s 
principal underwriter. 


628/SEC DOCKET 





eee 


———E 


———————— 


EEE 2h 8 te 


SD SE EES SES 


sieht ial 


ee a ee Ee ey en! get 


Ss wee 





At caption (1) of subsections a. and b. and at captions (1)—(5) of subsection c. insert the name of the firm in which 
e interest was held and, if such interest was indirect, the name of the firm in which the direct interest was held and the 
Wrtinent relationship between the two. If the investment adviser and principal underwriter are the same entity, so state 
under subsection b. in lieu of repeating the information. 


The brokers or dealers referred to in subsection c. include (a) any broker among the 10 brokers listed in Item 34 of 
this report as having received the greatest dollar amount of brokerage commissions by virtue of direct or indirect 
participation in the purchase or sale by the registrant of portfolio securities during the fiscal year and (2) any broker or 
dealer among the 10 brokers or dealers listed in Item 33 as having engaged as principals in the largest amount of purchases 
or sales by the registrant of portfolio securities during the fiscal year. 


Under the caption ‘‘Name of Affiliated Person’’ insert the name of the holder of the interest. If the holder is an 
individual, state last, first and middle names. Use two lines if necessary. If more space is required, use additional sheets 
with the same column headings and captions. Omit the names of all persons who owned no direct or indirect interest in 
the specified person. 


Under column entitled ‘’Relationship Symbol” insert the following symbols, as pertinent, to indicate all applicable 
relationships: R—registrant; |—investment adviser; U—principal underwriter; D—director; O—officer; S—security holder (5% 
or more of the outstanding voting securities); P—partner. 


With respect to columns (A) and (B) insert in the applicable column the following symbols to indicate the class of 
security held; C-common stock; O—option or warrant; P—preferred stock; D—debt security. Add the symbol V or N to 
indicate whether the security is voting or non-voting. Where the interest owned was that of a sole proprietorship, that 
fact shall be designated by the symbol “SP.” 


ITEM 71. Sales of Shares of Registrant pursuant to Periodic Payment Plans of the Installment Type Issued by ‘nit 
Investment Trusts 


& M72. Correspondence Relating to Shareholder Accounts 


Correspondence shall include any inquiries from shareholders which may reasonably be deemed to require a reply 
including, but not limited to, correspondence which may be designated as complaints. This item applies to all correspond- 
ence received by registrant’s investment adviser, principal underwriter or shareholder servicing agent, which relate to 
shareholder accounts. A single inquiry which raises more than one question shall be considered as one item. Items ‘‘an- 
swered”’ or “unanswered” shall be determined on the basis of whether substantive replies have been made to the inquiries 
and not on the basis of replies in the nature of acknowledgements of receipt of such inquiries. 


SIGNATURE 
The following form of signature shall follow Item 72: 


Registrant's report on Form N-1R has been submitted to each member of the board of directors of the registrant 
(or to each member of the board of directors of the depositor or to each member of the board of directors of the trustee, 
as the case may be), and, pursuant to the requirements of the Investment Company Act of 1940 (and the Securities Ex- 
change Act of 1934, if applicable), the undersigned registrant (or depositor or trustee) has caused this report to be signed 
on its behalf in the City of and State of on day of 
i i: ee 














(Name of registrant, depositor, or trustee) 








Witness By 
(Name and Title) (Name and title of chief executive officer of registrant, depositor, or trustee) 
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANT 





The registrant shall include in Form N-1R a report of its independent public accountant which: (1) shall be 
dressed to the shareholders and board of directors of the registrant; (2) shall be dated; (3) shall be signed manually; and 
(4) shall indicate the city and state where issued. 


The audit shall be made in accordance with generally accepted auditing standards and shall include a review of the 
accounting system, the internal accounting control and procedures for safeguarding securities. The audit shall include all 
procedures necessary under the circumstances to enable the independent public accountant to express an opinion on 
financial condition. results of operations, changes in net assets per share and the answers to certain specifically enumerated 
items in Form N-1R. The scope of the audit and review of the accounting system, internal accounting control and proce- 
dures for safeguarding securities shall be sufficient to provide reasonable assurance that any material inadequacies existing 
at the date of the examination would be disclosed. 


Based upon the audit and review, the accountant’s report shall cover the following matters related to material inade- 
quacies and the items in the report on Form N-1r enumerated below: 


(a) Comments on any material inadequacies found to exist or found to have existed since the date of the previous 


audit with an indication of any corrective action taken or proposed. If the audit did not disclose any material inade- 
quacies, the report shall so state. 


(b) The fairness of the presentation of the answers to the following enumerated items— 


Items 1; 3; 7, 12; 13; 18; 19, 20; 21(a) through (f); 24; 27; 28; 29; 30; 31; 32(a) and (b); 33; 34; 38; 39; 40; 42; 
43; 49; 50(a) (1); 52; 53; 54; 55; 56; 57; 59; 61(a); 63; 66(a) and (c) through (i); 68; 69(B) and (C); and 70. 


(c) Assurance that the answers to the following enumerated items were in compliance with the minutes— 


Items 4;5;6, 22, and 67. 


(d) Assurance that during the course of the audit nothing came to his attention to cause him to question the fair- 
ness of the presentation of the answers to the following enumerated items— 


Items 44, 45, 60, 61(b) and (c); and 62 


The accountant’s report shall contain a consent to its use in connection with the filing of Form N-1R with the Securities 
and Exchange Commission. 


INSTRUCTIONS AS TO FINANCIAL STATEMENTS 


Subject to the General Instructions and the rules regarding incorporation by reference applicable to this report, 
the following financial statements for (1) each investment adviser of registrant and (2) each principal underwriter for 
registrant, shall be filed as part of this report: 


Statements of profit and loss and surplus for each of not less than the immediately preceding three fiscal years 
ending at least 60 days prior to the last date on which this report is required to be filed by the registrant, and a balance 
sheet as of the end of the most recent of such fiscal years. These statements shall be prepared in reasonable detail. 


For each investment adviser and each principal underwriter of the registrant, as the case may be, furnish the finan- 
cial statements specified above only if (a) during the most recent fiscal year to be reported the gross income received by 
any such person in any capacity from the registrant and subsidiaries, and from other registered investment companies and 
subsidiaries, exceed 25 percent of the gross income of any such person from all sources, and (b) the combined total net 
assets (determined before deduction of any outstanding senior securities) of the registrant and such other registered in- 
vestment companies at any time during the most recent fiscal year to be reported exceed $100,000,000. Include as gross 


firm’s investment account. Net underwriting discounts and commissions retained by the investment adviser in the capac 


of a principal underwriter or retained by the principal underwriter, from the sale of shares of a registered investment co 
pany shall be deemed to be received from such registered company. 


income from all sources «ny monies other than profit or losses from transactions in securities and commodities for t ) 


h 
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policies (“money market funds”) would be subject to 


CURITIES ACT OF 1933 
ease No. 5830/May 31, 1977 the proposed requirement. However, as proposed, the 





Qrrres ENTARY INFORMATION: Normally, 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9787/May 31, 1977 


File No. S7-700/Comment period ends July 15, 1977 


QUARTERLY DISCLOSURE OF CERTAIN HISTORICAL 
INFORMATION BY “MONEY MARKET” FUNDS AND 
CERTAIN OTHER MUTUAL FUNDS 


AGENCY: Securities and Exchange Commission. 
ACTION: Proposed Amendment of Form. 


SUMMARY: The Commission proposes to amend Form 
S-5 under the Securities Act of 1933 to require 
open-end investment companies investing primarily in 
short-term debt securities to supplement their 
prospectuses at the end of each calendar quarter with 
an unaudited listing of their investments and a table 
containing specified unaudited historical information. 
Such companies typically turn over their investment 
portfolios several times a year and in recent years there 
has been a high degree of fluctuation in short-term 
interest rates, resulting at times in a wide variation in 


ing a year’s time. The Commission is of the 

tative view that historical information concerning 
rates of return and portfolio composition, including the 
average maturity of the portfolio securities, should be 
included in the prospectuses of certain funds on a 
more frequent basis than annually in order to give 
investors the information needed for informed 
investment decisions. 


. rate of return upon an investment in such a fund 


DATES: Comments must be received on or before: July 
15, 1977. 


ADDRESSES: Interested persons should submit three 
copies of their views and comments to George A. 
Fitzsimmons, Secretary, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. All submissions will be made available for 
public inspection at the Commission’s Public 
Reference Section, Room 6101, 1100 L Street, N.W., 
Street, N.W., Washington, D.C. Submissions should 
refer to File No. S7- 


FOR FURTHER INFORMATION CONTACT: Herbert H. 
Davis, Esq., Office of Disclosure Policy and Review, 
Division of Investment Management, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549 (202-755-1944). 


only 
unds which invest principally in short-term debt 
securities pursuant to their regular objectives and 


amendment would also require other funds which have 
assumed a defensive position and are temporarily 
invested principally in short-term debt securities to 
supplement their prospectuses with the specified 
information. 


The proposed requirement would allow funds to 
supplement their prospectuses via a “sticker” pursuant 
to Rule 424(c) [17 CFR 230.424(c)] under the Securities 
Act of 1933 [15 U.S.C. 77a et seq.] rather than require 
the filing of a post-effective amendment. As proposed, 
the amendment would require that the sticker be added 
to the prospectus within ten days of the end of any 
calendar quarter during which at any time 50% or more 
of the value of the company’s assets is invested in debt 
securities maturing in two years or less. The 
Commission specifically invites comments as to 
whether the “50% or more” and "two years or less” 
standards are appropriate. 


The proposed requirement contemplates all companies 
subject thereto furnishing information which is 
computed for the same period of time and in the same 
manner, thereby allowing meaningful comparison 
among funds as well as insight into how each 
management seeks to achieve its fund’s objectives. 


Among the historical information which would be 
required in the proposed table is a statement of total 
rate of return. If the proposed amendment is adopted 
with this information being required it will be the first 
time that the inclusion of such information in any 
investment company prospectuses will have been 
required. 


Statutory Basis 


The proposed amendment to Form S-5 would be 
promulgated pursuant to the provisions of Sections 7, 
10(c) and 19(a) of the Securities Act of 1933, [15 U.S.C. 
77g, 77j(c) and 77s(a)]. 


Commission Action 


It is proposed to amend 17 CFR 239.15 by adding a 
paragraph “(e)” at the end of the current item 2, 
“Financial Statements,” of Part | of the Form as 
follows: 


§239.15 Form S-5, for open-end management 
investment companies registered on Form N-8B-1. 


* * * * 7 


(e) Within Ten days after the end of a calendar quarter 
at any time during which 50% or more of the value of 
its assets consists of debt obligations maturing in two 
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years or less, the registrant must supplement its (1) An unaudited listing of all portfolio securities held 
prospectus pursuant to Rule 424(c) under the at the end of the quarter in the following form: ] 
Securities Act of 1933 with the following information: 


Principal Name of issuer and title Cost Value Yield to 
amount of issue including stated Maturity 
or indicated interest rate 
and maturity date 





(2) A table containing the following unaudited . information for each of the previous four quarters in the 
following form; 
(Name of fund) 
Date: 
All amounts are unaudited 





Quarter |Annualized rate {Average daily 
ended joftotal return |dollar-weighted 
ona share out- {average maturity 


standing during |during the Ade 
the seiarese* 3 aati? U.S. Certificates | Bankers Commer- |Other* 
Treasury |Other jof deposit |acceptances|cial paper* 


Average percentage of net assets invested during the quarter® in: 















































st 


. Ratio of the sum of the distributions made with respect to a share outstanding during the quarter plus change 
in the share value during the quarter to the ne asset value of a share at the beginning of the quarter shown on 
an annualized basis. (If the fund has a sales load this footnote should state that this amount does not take such 


a load into effect. If a periodic charge is made against accounts, the per share return must include the effect of 
the maximum per share charge.) 


2. The average daily dollar-weighted average maturity is computed by dividing the sum of the daily dollar-weighted 
maturities for each day in the quarter by the number of days in the quarter. The daily dollar-weighted average 
maturity is computed by multiplying the value of each security owned that day by the number of days left to 
maturity for each security and dividing the sum of these products by the value of all securities owned that day. 


3. The average percentage of net assets invested during the quarter is derived by adding the total value of each 


separate category each day of the quarter and dividing by the sum of the value of each day’s net assets during 
the quarter. 


4. Does not include documented discount notes. 
* (Any category or type of security which represents on an average 10 percent or more of the average total 


assets for any quarter should be listed separately.) 
By the Commission. 


George A. Fitzsimmons 
Secretary 9 
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SIGNIFICANT ITEMS ANNOUNCEMENTS 














34-13582 Extension of Comment Period for 
Proposed Rulemaking Regarding 
Reporting by Institutional Invest- 
ment Managers of Information with 
Respect to Accounts Over which 
Investment Discretion is Exercised 
[File No. S7-687 - Extended to 
eS Ru Ps rarer 


1C-9785 Views of the Division of Investment 








Management with respect to certain 


The following rules relate to self-regulatory organi- 
zation rule proposals and/or adoptions 


34-13570 34-13576 34-13586 34-13589 34-13592 
34-13574 34-13577 34-13587 34-13590 34-13593 
34-13575 34-13585 34-13588 34-13591 


33-5829 PROPOSED RULE AND FORMS 
INTENDED TO CREATE AN INTE- 
GRATED REGISTRATION AND RE- 
PORTING SYSTEM DESIGNED TO 
REDUCE BOTH THE NUMBER OF 
FORMS AND THE DUPLICATIVE 
INFORMATION FILED BY 
MANAGEMENT INVESTMENT 
COMPANIES [File No. S7-697 
Comment Period Expires August 
Lo SHS 7 | ERE pai eee 


33-5830 PROPOSED AMENDMENTS TO 
FORM S-5 UNDER THE 1933 ACT 
TO REQUIRE OPEN-END INVEST- 
MENT COMPANIES INVESTING 
PRIMARILY IN SHORT-TERM DEBT 
SECURITIES TO SUPPLE- 
MENT THEIR PROSPECTUSES AT 
THE END OF EACH CALENDAR 
QUARTER WITH AN UNAUDITED 
LISTING OF THEIR INVESTMENT 
AND A TABLE CONTAINING 
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IC-9783 


SPECIFIED UNAUDITED HISTORI- 
CAL INFORMATION (File No. S7- 
700—Comment Period Expires July 
WOONBIT Gs. oc ee eer eS 


PROPOSAL TO REVISE REGULA- 
TIONS ON THE FILING OF INVEST- 
MENT COMPANY ANNUAL RE- 
PORTS TO REQUIRE THAT SUCH 
REPORTS BE FILED WITHIN 90 
DAYS (RATHER THAN THE CUR- 
RENT 120 DAYS) AFTER THE END 
OF THE FISCAL YEAR (File No. S7- 








1A-589 


698—Comment Period Expires 
August 1S, TOtl). cs. ke 


PROVISION FOR A NONEXCLU- 
SIVE METHOD FOR COMPLIANCE 
WITH THE INVESTMENT ADVIS- 
ERS ACT OF 1940 IN CONNECTION 
WITH AN AGENCY CROSS TRANS- 
ACTION FOR AN ADVISORY 
CLIENT BY PERSONS WHO 
OTHERWISE MIGHT BE CONSID- 
ERED TO BE ACTING IN A CON- 
FLICT OF INTEREST IN VIOLATION 
OF THEIR FIDUCIARY DUTIES TO 
THE CLIENT. EFFECTIVE IMMEDI- 
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Daccunsvies EXCHANGE ACT OF 1934 
Release No. 13570/May 26, 1977 


In the Matter of 


MIDWEST STOCK EXCHANGE, INCORPORATED 
120 South LaSalle Street 
Chicago, Illinois 60603 


(SR-MSE-77-7) 
ORDER APPROVING PROPOSED RULE CHANGE 


On March 28, 1977, the Midwest Stock Exchange, 
Incorporated (“MSE”) filed with the Commission, 
pursuant to Section 19(b) of the Securities Exchange 
Act of 1934 (the ‘‘Act”), as amended by the Securities 
Acts Amendments of 1975, and Rule 19b-4 thereunder, 
copies of a proposed rule change to effect a change in 
the execution procedure for dual issue odd-lot market 
orders from a next sale basis to a last sale basis. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 13417, (March 
30, 1977)) and the publication in the Federal Register 
(42 Fed. Reg. 18676 (April 8, 1977)). 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national 
securities exchange, and in particular, the require- 
ments of Section 6 and the rules and regulations 
thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change filed 
with the Commission on March 7, 1977, be, and it 
hereby is, approved. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1934 
Release No. 13571/May 26, 1977 


The Securities and Exchange Commission announced 
pursuant to Section 12(k) of the Securities Exchange 
Act of 1934 (“Exchange Act”) the single ten-day 


suspension of over-the-counter trading for the period 
commencing at 10:00 a.m. (EDT) on May 26, 1977 and 
terminating at midnight (EDT) on June 4, 1977 of the 
securities of TR-3 Chemical Corporation (“TR-3”), a 
Nevada corporation with principal executive offices 
located at 1028 E. South Street, Anaheim, California, 
92805. 


The Commission ordered the suspension of trading in 
TR-3’s securities at the request of the company in view 
of the lack of adequate and accurate public information 
about the company’s operations and_ financial 
condition. On April 12, 1977, TR-3 filed a Chapter XI 
Bankruptcy Petition in the United States District Court 
for the Central District of California. The petition states 
that TR-3 is unable to meet obligations as they fall due. 


The Orange County, California District Attorney’s 
Office announced that Thomas Nevitt, TR-3’s 
president, was arraigned May 6, 1977 on a felony 
complaint charging him with several counts of seiling 
TR-3 securities without qualification as required by 
California law. 


The Commission cautions broker-dealers, share- 
holders, and prospective purchasers that they should 
carefully consider the foregoing information along with 
all other currently available information and any 
information subsequently issued by the company. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the trading suspension, no 
quotation may be entered unless and until they have 
strictly complied with all the provisions of said rule. If 
any broker or dealer has any questions as to whether or 
not he has complied with said rule, he should not enter 
any quotation but immediately contact the staff of the 
Division of Enforcement of Washington, D.C. If any 
broker or dealer is uncertain as to what is required by 
Rule 15c2-11, he should refrain from entering 
quotations relating to the securities in question until 
such time as he has familiarized himself with said rule, 
and is certain that all of its provisions have been met. If 
any broker or dealer enters any quotations which is in 
violation of said rule, the Commission will consider the 
need for prompt enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13572/May 26, 1977 


The Securities and Exchange Commission announced 
pursuant to Section 12(k) of the Securities Exchange 
Act of 1934 (“Exchange Act”) the single ten day 
suspension of exchange and over-the-counter trading 
for the period commencing at 10:00 a.m. (EDT) on May 
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26, 1977 and terminating at midnight (EDT) on June 4, 
1977 of the securities of Westamerica Automotive 
Corp. (“Westamerica”), a California corporation with 


principal executive offices located at 5626 East 
Imperial Highway, South Gate, California 90280. 


The Commission ordered the suspension of trading in 
Westamerica’s securities because the company failed 
to comply with the reporting provisions of the 
Exchange Act by its failure to file with the Commission 
an Annual Report on Form 10K for fiscal year ended 
December 31, 1976 and a Quarterly Report on Form 10Q 
for quarter ended March 31, 1977, thus resulting in the 
lack of current adequate and accurate’ public 
information concerning the company’s operations and 
financial condition. 


The Commission cautions broker-dealers, share- 
holders and prospective purchasers that they should 
carefully consider the foregoing information along with 
all other currently available information and any 
information subsequently issued by the company. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the trading suspension no 
quotation may be entered unless and until they have 
strictly complied with all of the provisions of said rule. 
If any broker or dealer has any questions as to whether 
or not he has complied with said rule, he should not 
enter any quotation but immediately contact the staff 
of the Division of Enforcement in Washington, D.C. If 
any broker or dealer is uncertain as to what is required 
by Rule 15c2-11, he should refrain from entering 
quotations relating to the securities in question until 
such time as he has familiarized himself with said rule 
and is certain that all of its provisions have been met. If 
any broker or dealer enters any quotation which is in 
violation of said rule, the Commission will consider the 
need for prompt enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13573/May 26, 1977 


The Securities and Exchange Commission announced 
pursuant to Section 12(k) of the Securities Exchange 
Act of 1934 (“Exchange Act’) the single ten day 
suspension of exchange and over-the-counter trading 
for the period commencing at 10:00 a.m. (EDT on May 
26, 1977 and terminating at midnight (EDT) on June 4, 
1977 of the securities of Escalade, Inc. (“Escalade”) a 
Delaware corporation with principal executive offices 
located in Evansville, Indiana. 


The Commission ordered the trading suspension at the 
request of the company in view of the lack of adequate 
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and accurate public information about Escalade’s 
financial condition. 


The Commission cautions broker-dealers, snare 
holders and prospective purchasers that they should Fe 
carefully consider the foregoing information along with 

all other currently available information and any 
information subsequently issued by the company. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the trading suspension no 
quotation may be entered unless and until they have 
strictly complied with all of the provisions of said rule. 
lf any broker or dealer has any questions as to 
whether or not he has complied with said rule, he 
should not enter any quotation but immediately 
contact the staff of the Division of Enforcement in 
Washington, D.C. If any broker or dealer is uncertain as 
to what is required by Rule 15c2-11. he should refrain 
from entering quotations relating to the securities in 
question until such time as he has familiarized himself 
with said rule and is certain that all of its provisions 
have been met. If any broker or dealer enters any 
quotation which is in violation of said rule, the 
Commission will consider the need for prompt 


enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13574/May 27, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE MIDWEST STOCK EXCHANGE, INCORPOR- 
ATED 


File No. SR-MSE-77-14 


The Midwest Stock Exchange, Incorporated (‘‘MSE”) 
submitted on May 18, 1977 a proposed rule change 
under Rule 19b-4 to amend Sections 1 and 3 of Article II 
of the MSE Constitution. The former amendment 
would clarify the application of Exchange Rules and 
policies to equity members as well as options 
members. The latter amendment would provide limited 
access to equity trading to options-only members. 


Publication of the submission is expected to be made 
in the Federal Register during the week of May 30, 
1977. In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be_ disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission 
within 21 days from the date of publication in the 
Federal Register. Persons desiring to make written 























submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 

| 20549. Reference should be made to File No. 
SR-MSE-77-14. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington. D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


In its rule submission the MSE indicated that the 
amendments therein set forth would be submitted to a 
vote of the Exchange membership and that the results 
of such vote would be reflected in an amendment to the 
original filing. 


For the Commission by the Division of 
Regulation, pursuant to delegated authority. 


Market 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
# Release No. 13575/May 27, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY PHILADELPHIA STOCK EXCHANGE, INC. 


File No. SR-PHLX-77-3 


The Philadelphia Stock Exchange, Inc. (“PHLX”) 
submitted on May 24, 1977 a proposed rule change 
under Rule 19b-4 relating to summary procedure for 
fining members and other employees for violations of 
Option Committee Regulations with respect to order, 
decorum, health, safety and welfare on the options 
trading floor. 


Publication of the submission is expected to be made 
in the Federal Register during the week of May 30, 
1977. In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be_ disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission with 
21 days from the date of publication in the Federal 
Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capito! Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-PHLX-77-3. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission's Public Reference Room 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization: 
For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13576/May 27, 1977 


NOTICE OF FILING OR PROPOSED RULE CHANGE 
BY THE MIDWEST STOCK EXCHANGE, INCOR- 
PORATED. 


File No. SR-MSE-77-16 


The Midwest Stock Exchange, Inc. (‘‘MSE’’) submit- 
ted on May 23, 1977 a proposed rule change under 
Rule 19b-4 to define the authority of the President of 
the Exchange and members of the Committee on Floor 
Procedure in matters concerning apparent violations of 
Exchange Rules or the Federal Securities Laws by 
specialists, co-specialists or relief specialists. 


Publication of the submission is expected to be made 
in the Federal Register during the week of May 30, 
1977. In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, inter- 
ested persons are invited to submit written data, views 
and arguments concerning the submission within 21 
days from the date of publication in the Federal 
Register. Persons desiring to make written submis- 
sions should file six copies thereof with the Secretary 
of the Commission, Securities and Exchange Commis- 
sion, 500 North Capitol Street, Washington, D.C. 
20549. Reference should be made to File No. 
SR-MSE-77-16. 


Copies of the submission and of all written comments 
will be available for inspection at the principal office of 
the above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SEC DOCKET/667 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13577/May 27, 1977 


In the Matter of 


NEW YORK STOCK EXCHANGE, INC. 
Eleven Wall Street 
New York, New York 10005 


File No. SR-NYSE-77-7 
ORDER APPROVING PROPOSED RULE CHANGE 


On March 11, 1977, the New York Stock Exchange, Inc. 
(the “NYSE”), filed with the Commission, pursuant to 
Section 19(b) of the Securities Exchange Act of 1934 
(the “Act”), 15 U.S.C. 78s(b), as amended by Pub. L. 
No. 94-29 (June 4, 1975), and Rule 19b-4 thereunder, 17 
CFR 240.19b-4, a proposal to amend NYSE Rule 319 
relating to fidelity bonding requirements for members 
and member organizations so as to permit members 
operating under the alternative net capital provisions 
set forth in paragraph (f) of Rule 15c3-1 under the Act, 
17 CFR 240.15c3-1, the Commission’s Uniform Net 
Capital Rule, to utilize their alternative capital 
requirements in determining minimum coverage and to 
reduce the amount of minimum coverage which 
members introducing customer accounts on a fully 
disclosed basis are required to carry, among other 
things." 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission release 
(Securities Exchange Act Release No. 13380 (March 16, 
1977)) and by publication in the Federa!l Register (42 
FR 16007 (March 24, 1977)). The Commission has 
received no comments concerning the proposed rule 
change. 





‘As initially filed, the proposed rule change would have 
also clarified the applicability of Rule 319 to ‘‘persons in 
a securities or kindred business in which the member or 
member organization has a controlling interest.’’ The 
Commission understands that the meaning of the term 
“securities or kindred business” is not currently 
defined. However, the NYSE has filed, and the 
Commission is reviewing, another proposed rule 
change (SR-NYSE-77-13) which includes a proposed 
Rule 2 that would define, among other things, the 
meaning of this term for purposes of all NYSE rules. In 
this regard, the NYSE filed on May 23, 1977, an 
amendment to the proposed rule change relating to 
Rule 319 which defers the effectiveness of the 
above-quoted portion of that proposal (“persons in a 
securities or kindred business”) until such time as the 
Commission has taken action on proposed Rule 2. 
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The Commission finds that the proposed rule change, 

as amended, is consistent with requirements of the Act 

and the rules and regulations thereunder applicable to 
national securities exchanges, and in particular, in® 
requirements of Section 6 and the rules and regulations 
thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change filed 
with the Commission on March 11, 1977, and 
subsequently amended on May 23, 1977, be, and it 
hereby is, approved. 


For the Commission, by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13578/May 31, 1977 


The Securities and Exchange Commission announced 
today that it instituted public administrative proceed- 
ings pursuant to the Securities Exchange Act of 1934 
to determine what, if any, remedial action should be 
taken against Delger Corporation (‘‘Delger’’), of 
Novato, California, Capital Planning Securities Com- rd 
pany, Inc. (“Capital Securities”), of San Rafael, 
California, and Thomas A. Sartain, Sr. (“Sartain’), of 
Novato, California. The respondents are alleged to 
have violated Sections 5 and 17(a) of the Securities Act 
of 1933 and Section 10 of the Securities Exchange Act 
of 1934 and Rule 10b-5 thereunder in connection with 
their offers and sales of securities in the form of 
interests in limited partnerships. In addition, Capital 
Securities and Sartain are alleged to have violated 
Section 17(a) of the Securities Act of 1933 and Section 
10(b) of the Securities Exchange Act and Rule 10b-5 
thereunder in connection with the offers and sales of 
the securities of National Real Estate Fund, a San 
Francisco, California real estate investment trust. It is 
also alleged that respondents Capital Securities and 
Sartain were permanently enjoined from further 
securities violation in S.E.C. v. Capital Planning 
Associates, Inc., et al. (N.D. Calif. Civ. No. C-76- 
1198-SW). 


Respondent Delger has consented to the entry of 
findings and an order imposing remedial sanctions 
without admitting or denying the allegations in the 
Order for Proceedings. A hearing will be scheduled to 
take evidence on the staff’s allegations and to afford 


the remaining respondents an opportunity to offer any 
defenses. 




















SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13579/May 31, 1977 


f Administrative Proceedings 


©: No. 3-5226 


In the Matter of 


DELGER CORPORATION 
(File No. 8-9914) 

11 Commerce Boulevard 
Novato, California 


FINDINGS AND ORDER 
SANCTIONS 


IMPOSING REMEDIAL 


In these proceedings' pursuant to the Securities 
Exchange Act of 1934 (‘‘Exchange Act’’), Respondent 
Delger Corporation (‘‘Delger’’). has submitted an 
offer of Settlement which the Commission has 
determined to accept.? Solely for the purpose of 
settling these proceedings and with out admitting or 
denying the findings herein, Delger consents to the 
findings and sanctions set forth below. 


On the basis of the Order for Proceedings and the 
offer of settlement it is found that Delger willfully 
violated Section 17(a) of the Securities Act of 1933 
(‘‘Securities Act’’) and Section 10(b) of the Exchange 
Act and Rule 10b-5 [17 C.F.R. 240.10b-5] thereunder. 


In view of the foregoing. it is in the public interest to 
impose the sanctions specified in the offer of 
settlement.’ 





‘In the Matter of Delger Corporation, et al., instituted 
on May 31, 1977. 


2Delger has also agreed to consent, without admitting 
or denying the substantive allegations of the Commis- 
sion’s complaint, to a final judgment of permanent 
injunction in the form prayed for by the Commission in 
S.E.C. v. Capital Planning Associates, Inc., et al. (N.D. 
Cal. Civ. No. C-76-1198-SW). 


3These findings are not binding on any other respon- 
dent herein. 


4In mitigation of the sanctions to be imposed herein 
Delger has represented. in part, in its offer of 
settlement that : it was acquired by new management 
on May 19, 1975, and is not now, and has not since 
that date, affiliated with Capital Planning Associates, 
Inc. (‘‘Capital’’); Deiger participated in distributing no 
more than four (4) of the forty-four (44) limited 
partnerships of which Capital was the general partner; 
and that Delger presently employs 110 salesmen none 
of whom have been charged with violations of the 
federal securities laws. 


Accordingly, 1T |S ORDERED, effective at the opening 
of business on the second Monday after the date of 
this Order, that 


(1) Delger’s registration as a broker-dealer be suspen- 
ded for five (5) business days: 


(2) Delger’s business, after the period of suspension, 
be limited to the offer and sale of securities effectively 
registered with the Commission and securities offered 
and sold in reliance on an exemption from registration 
under the Securities Act, provided that Delger has 
first obtained. a written opinion of independent counsel 
that such an exemption is available; and 


(3) Delger will advise the staff of the employment of 
any person who has been enjoined from further 
securities violations and Delger will implement 
suitable supervisory procedures for any such person, 
which procedures shall have been found to be non-ob- 
jectionable by the staff prior to the employment of any 
such person. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13580/May 31, 1977 


Administrative Proceeding File No. 3-5179 
In the Matter of 


AMERICAN TOBACCO INTERNATIONAL CORPO- 
RATION 
File No. 81-255 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12 (h) OF THE ACT 


The Securities and Exchange Commission has issued 
an order granting the application of American Tobacco 
International Corporation, a Delaware corporation, 
pursuant to Section 12)h) of the Securities Exchange 
Act of 1934, as amended (the ‘‘Act’’) for an exemption 
from the provisions of Section 13 of the Act. 


It appeared to the Commission that the requested 


exemption is not inconsistent with the public interest 
or protection of investors. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 13581/May 31, 1977 


ADMINISTRATIVE PROCEEDING FILE NO. 3-5178 
In the Matter of 

AMERICAN BRANDS OVERSEAS, N.V. 

(File No. 81-254) 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12 (h) OF THE ACT 


The Securities and Exchange Commission has issued 
an order granting the application of American Brands 
Overseas, N.V., a Netherlands Antilles corporation, 
pursuant to Section 12(h) of the Securities Exchange 
Act of 1934, as amended (the ‘‘Act’’) for an exemption 
from the provisions of Section 13 of the Act. 


It appeared to the Commission that the requested 
exemption is not inconsistent with the public interest 
or protection of investors. 





SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13582/ June 1, 1977 


(File No. 57-687) Comment Period Ends July 1, 1977 
SECURITIES AND EXCHANGE COMMISSION 
INSTITUTIONAL INVESTMENT MANAGERS 


Extension of Comment Period for Proposed Rulemak- 
ing Regarding Reporting by Institutional Investment 
Managers of Information With Respect to Accounts 
Over Which Investment Discretion is Exercised. 

AGENCY: Securities and Exchange Commission 


ACTION: Extension of comment period regarding 
proposed rulemaking. 


SUMMARY: This notice extends the period for 
comments on the notice, published March 30, 1977 (42 
FR 16831), proposing a rule and form regarding 
reporting by institutional investment managers of 
information with respect to accounts over which 
investment discretion is exercised. Proposed Rule 
13f-1 (17 CFR 240.13f-1) under the Securities Ex- 
change Act of 1934 (15 U.S.C. 78a et seq.) as amended 
by Pub. L. No. 94-29 (June 4, 1975) would require 
institutional investors which manage accounts having 
in the aggregate more than $100,000,000 in stock 
exchange listed or NASDAQ quoted securities to 
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-report to the Commission on a quarterly basis such 


holdings, giving the aggregate market value of various 
types of securities broken out by type of account. 


FOR FURTHER INFORMATION CONTACT: rau 


Haaga, 202-755-0233 


DATES: Comments must be received on or before 
July 1, 1977. 


ADDRESSES: George A. Fitzsimmons, Secretary, 
Securities and Exchange Commission, 500 N. Capitol 
Street, Washington, D.C. 20549 


SUPPLEMENTARY INFORMATION 


A request for an extension of time to July 1, 1977 was 
submitted by the American Council of Life Insurance 
(the ‘‘ACLI’’). The ACLI stated that the proposed rule 
and its effect on the diverse composition of its 
members’ assets requires a longer analysis than time 
would permit it to complete, prior to June 1, 1977. In 
view of this request and the complexity of implemen- 
tation of a Section 13(f) reporting scheme, the 
Commission has authorized an extension until July 1, 
1977, of the due date for submitting comments with 
respect to the proposed rule. The Commission believes 
that this extension is appropriate and will not result in 
undue delay, since during this period members of the 
Commission staff will be meeting with representatives 
of the various agencies with which the Commission is 
required to consult in connection with adoption of Rule 
13f-1. Interested persons are invited to submit their 
views and comments in triplicate to George A. 
Fitzsimmons, Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549 on or before 
July 1, 1977. All such communications should refer to 
File No. S7-687 and will be available for public 
inspection. 


By the Commission. 


George A. Fitzsimmons 


Dated: May 31, 1977 





SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13583/June 1, 1977 


SEE 


INVESTMENT ADVISERS ACT OF 1940 
Rel. No. 589/June 1, 1977 


S - 














SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13584/ June 1, 1977 


Ou No. S7-699 Comment Period Expires 7-15-77) 


REGULATION OF CLEARING AGENCIES 
AGENCY: Securities and Exchange Commission 


ACTION: Request for comment on proposed regista- 
tion standard; notice of issuance of order extending 
registrations; and notice of extension of time for 
concluding proceedings. 


SUMMARY: The Commission today requested com- 
ment on standards proposed to be applied by the Com- 
mission in connection with the registration of clearing 
agencies. The Commission also issued an order 
extending until September 1, 1977, the existing resi- 
strations of ten clearing agencies and announced that 
it was extending until September 1, 1977, the time for 
concluding prodeedings to determine whether to grant 
or deny registration to the ten clearing agencies at the 
expiration of their existing registrations. 


DATES: Comments on the proposed _ standards 
should be received by the Commission on or before 
July 15, 1977. 


ADDRESSES: Written comments, submitted in trip- 
licate, should be addressed to The Secretary, Securi- 
ties and Exchange Commission, Washington, D.C. 
20549, and should refer to File No. S7-699. 


FOR FURTHER INFORMATION CONTACT: Anthony 
C.J. Nuland, Associate Director, Division of Market 
Regulation, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D.C. 20549, (202) 
755-1412. 


SUPPLEMENTARY INFORMATION: The Securities 
and Exchange Commission today requested comment 
on proposed Commission standards for making the 
determinations required by paragraph 17A(b)(3) of the 
Securities Exchange Act of 1934 (the ‘‘Act’’) in 
connection with the registration of clearing agencies. 
The Commission also issued an order, pursuant to 
subsection (c) of 17 CFR 240.17Ab2-1 under the Act, 
extending until September 1, 1977, the existing 
registrations of the Depository Trust Company, 
Bradford Securities Processing Services, Inc., Stock 
Clearing Corporation of Philadelphia, Boston Stock 
Exchange Clearing Corporation, Midwest Securities 
Trust Company, The Options Clearing Corporation, 
Midwest Clearing Corporation, Pacific Securities 
Depository Trust Company, Pacific Clearing Corpora- 
tion and TAD Depository Corporation (hereinafter re- 
ferred to as the ‘‘Registrants’’) and announced that 
the Commission had extended to September 1, 1977, 


the time for concluding prodeedings, pursuant to 
Sections 17A and 19 of the Act and 17 CFR 
240.17Ab2-1 thereunder, to determine whether to 
grant or deny registration to the Registrants at the 
expiration of their existing registrations. 


BACKGROUND 


Subsection 17A(b) of the Act makes it unlawful for a 
clearing agency’ to perform clearing agency functions 
with respect to any security (other than an exempted 
security) unless the clearing agency is registered with 
the Commission. On November 3, 1975, pursuant to 
subsection 17A(b) of the Act, the Commission adopted 
17 CFR 240.17Ab2-1 and related Form CA-1 for the 
registration of clearing agencies.2 Although 
paragraph 17A(b) (3) of the Act requires the Commis- 
sion to make a number of determinations with respect 
to a registrant’s organization, capacity, and rules 
before granting registration to a clearing agency, 
paragraph (c) (1) of 17 CFR 240.17Ab2-1 provides that, 
if requested by a registrant, the Commission may 
grant registration for 18 months without making all of 
the determinations called for by paragraph 17A(b) (3). 


On November 26, 1975, the Commission announced 
the filing of the Registrants’ applications for registra- 
tion as clearing agencies. Each Registrant applied for 
registration under paragraph (c) (1) of 17 CFR 
240.17Ab2-1, thereby requesting an 18-month regi- 
stration and an exemption from the requirements of 
one or more of the determinations which the 
Commission is directed to make pursuant to Subpara- 
graphs (A)-(1).5 On December 1, 1975, the Registrants 
were registered in accordance with paragraph (c) (1) 





'The term ‘‘clearing agency”’ is defined in paragraph 
3(a)(23) of the Act. 


?Securities Exchange Act Release No. 11787 
(November 3, 1975), 40 FR 52358 (November 10, 
1975). 


3The determinations are contained in subparagraphs 
(A) through (I) of paragraph 17A(b)(3) of the Act 
(‘‘Subparagraphs (A) - (I)’’). See n. 8 at p. 7 infra. 


‘Securities Exchange Act Release No. 11875 
(November 26, 1975), 40 FR 55910 (December 2, 
1975). 


5‘The approach to registration incorporated in 
subsection (c) of 17 CFR 240.17Ab2-1 was intended to 
permit clearing agencies in operation prior to the 
effective date of Section 17A of the Act (December 1, 
1975) to be registered in compliance with the Act, 
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the 


upon the Commission’s determinations that: 
Registrants were so organized and had the capacity to 
safeguard securities and funds in their custody or 


control or for which they were responsible; the 
Registrants’ rules did not impose any schedule of 
prices, or fix rates or other fees, for services rendered 
by participants; and the Registrants’ rules assured the 
safeguarding of securities or funds which were in the 
custody or control of the Registrants or for which they 
were responsible.® 


In the case of a clearing agency registered in 
accordance with paragraph (c) (1) of 17 CFR 
240.17Ab2-1, the Commission is required, not later 
than nine months from the date such registration is 
made effective, either to grant registration § in 
accordance with subsection 17A(b) and paragraph 
19(a) (1) of the Act, without exempting the registrant 
from the requirements of one or more of the 
Subparagraphs (A)-(l) determinations, or to institute 
proceedings in accordance with subparagraph 19(a) (1) 
(B) of the Act to determine whether to grant or deny 
registration. 


On September 1, 1976, the Commission instituted 
proceedings in order to obtain the views of interested 
persons concerning the Registrants’ ability to satisfy 
the standards which the Commission is required to 
apply in determining whether to grant registration to 
clearing agencies. Pursuant to paragraph (c) (1) of 17 
CFR 240.17Ab2-1 under the Act, the Commission 
today has by order extended to September 1, 1977, the 
registrations granted the Registrants. Also, having 
received the consent of each Registrant, the Commis- 
sion today extended to September 1, 1977, the time for 
conclusion of the proceedings with respect to the 
Registrants. The additional time will permit the 
Commission to obtain comments from_ interested 
persons on the standards which it proposes to apply in 
making the Subparagraphs (A)-(l) determinations in 
connection with the registration of the Registrants 
and other clearing agencies. 





upon a finding that their operations provided for the 
safeguarding of funds and securities, while affording 
the Commission sufficient time to make the other 
determinations required by Subparagraphs (A) - (I). 


6On December 1, 1975, the Commission also 
registered the National Clearing Corporation, Ameri- 
can Stock Exchange Clearing Corporation and Stock 
Clearing Corporation. Subsequently, those clearing 
agencies were merged into the National Securities 
Clearing Corporation (‘‘NSCC’’) and withdrew their 
registrations. Both NSCC, registered on January 13, 
1977, and the New England Securities Depository 
Trust Company, registered on September 23, 1976, 
were granted registration for a period of 18 months 
pursuant to paragraph (c)(1) of 17 CFR 240.17Ab2-1. 
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PROPOSED STANDARDS 


In developing the proposed standards, the Commis- 
sion has sought to carry out its statutory mandate to 
facilitate the establishment of a national system for the 
clearance and settlement of securities transaction.’ 
The standards are intended to foster the development 
of a national system which, in accordance with the 
objectives of Section 17A of the Act, would have the 
capability to (i) compare, clear and settle securities 
transactions promptly and accurately, (ii) safeguard 
funds and securities, (iii) protect investors and persons 
facilitating transactions on behalf of investors, (iv) 
reduce unnecessary costs resulting from _ inefficient 
clearing and settlement procedures, (v) take advan- 
tage of the efficiencies and safeguards made available 
by new data processing and communications tech- 
niques and (vi) proivide for the linking of all clearing 
and settlement facilities and the development of 
uniform standards and procedures. 


The proposed standards would be applied by the 
Commission in making the determinations required by 
Subparagraphs (A)-(I) in connection with the registra- 
tion of clearing agencies.® In this release the Commis- 
sion is describing and requesting comment on its 





"Paragraph 17A(a)(2) of the Act. 


®8The Subparagraphs (A) - (I) determinations are 
contained in paragraph 17A(b)(3) of the Act which 
provides: 


A clearing agency shall not be registered unless the 
Commission determines that— 


(A) Such clearing agency is so organized and has the 
capacity to be able to facilitate the prompt and 
accurate clearance and settlement of securities 
transactions for which it is responsible, to safeguard 
securities and funds in its custody or control or for 
which it is responsible, to comply with the provisions 
of this title and the rules and regulations thereunder, 
to enforce (subject to any rule or order of the 
Commission pursuant to section 17(d) or 19(g)(2) of 
this title) compliance by its participants with the rules 
of the clearing agency, and to carry out the purposes 
of this section. 


(B) Subject to the provisions of paragraph (4) of this 
subsection, the rules of the clearing agency provide 
that any (i) registered broker or dealer, (ii) other 
registered clearing agency, (iii) registered investment 
company, (iv) bank, (v) insurance company, or (vi) 
other person or class of persons as the Commission, by 
rule, may from time to time designate as appropriate 
to the development of a national system for the prompt 
and accurate clearance and settlement of securities 























proposed standards. In order to focus comment, the 
Commission has included in its description examples 
of organizational arrangements, operating capabilities 
and rules which the Commission believes would be 
consistent with the proposed standards. 


The Commission recognizes that the Subparagraphs 
(A)-(1) determinations to which the proposed standards 
apply are similar in many repsects to the determina- 
tions the Commission is required to make in 
connection with registrations of national securities 
exchanges and registrations of national securities 
associations pursuant to subsections 6(b) and 15A(b) 
of the Act. While the proposed standards may prove to 
have some application to determinations required 
under subsections 6(b) and 15A(b) of the Act, they are 
intended in this release to apply only to the 
determinations required by paragraph 17A(b) (3) of 
the Act and are being proposed primarily in light of 
the purpose of Section 17A of the Act. 


The ensuing description of the Commission’s proposed 
standards is organized as follows: 


Participation Standards 

Fair Representation 

Capacity to Enforce Rules, Disciplinary Actions 
and Fair Procedures 

Safeguarding of Securities and Funds 
Organization 
Processing Capacity 
Financial Reports 
Internal Accounting Control Reports 
Securities, Funds and Data Controls 
Rules 

Obligations to Participants 

Participant Charges 

Equitable Allocation of Reasonable Dues, Fees 
and Other Charges 

The National System 

Other Matters 


Participation Standards 
Subparagraph 17A(b) (3) (B) of the Act provides that a 


clearing agency shall not be registered unless the 
Commission determines that 





transactions may become a participant in such clearing 
agency. 


(C) The rules of the clearing agency assure a fair 
representation of its shareholders (or members) and 
participants in the selection of its directors and 
administration of its affairs. (The Commission may 
determine that the representation of participants is 
fair if they are afforded a reasonable opportunity to 
acquire voting stock of the clearing agency, directly or 
indirectly, in reasonable proportion to their use of such 
clearing agency.) 


(D) The rules of the clearing agency provide for 
the equitable allocation of reasonable dues, fees, and 
other charges among its participants. 


(E) The rules of the clearing agency do not impose 
any schedule of prices, or fix rates or other fees, for 
services rendered by its participants. 


(F) The rules of the clearing agency are designed to 
promote the prompt and accurate clearance and 
settlement of securities transactions, to assure the 
safeguarding of securities and funds which are in the 
custody or control of the clearing agency or for which 
it is responsible, to foster cooperation and coordination 
with persons engaged in the clearance and settlement 
of securities transactions, to remove impediments to 
and perfect the mechanism of a national system for the 
prompt and accurate clearance and settlement of 


securities transactions, and, in general, to protect 
investors and the public interest; and are not designed 
to permit unfair discrimination in the admission of 
participants or among participants in the use of the 
clearing agency, or to regulate by virtue of any 
authority conferred by this title matters not related to 
the purposes of this section or the administration of 
the clearing agency. 


(G) The rules of the clearing agency provide that 
(subject to any rule or order of the Commission 
pursuant to section 17(d) or 19(g)(2) of this title) its 
participants shall be appropriately disciplined for 
violation of any provision of the rules of the clearing 
agency by expulsion, suspension, limitation of 
activities, functions, and operations, fine, censure, or 
any other fitting sanction. 


(H) The rules of the clearing agency are in accordance 
with the provisions of paragraph (5) of this subsection, 
and, in general, provide a fair procedure with respect 
to the disciplining of participants, the denial of 
participation to any person seeking participation 
therein, and the prohibition or limitation by the 
clearing agency of any person with respect to access to 
services offered by the clearing agency. 


(1) The rules of the clearing agency do not impose any 
burden on competition not necessary or appropriate in 
furtherance of the purposes of this title. 
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. . .the rules of the clearing agency provide that any (i) 


registered broker or dealer, (ii) other registered 
clearing agency, (iii) registered investment company, 
(iv) bank, (v) insurance company, or (vi) other person 
or class of persons as the Commission, by rule, may 
from time to time designate as appropriate to the 
development of a national system for the prompt and 
accurate clearance and settlement of securities trans- 
actions may become a participant in such clearing 
agency. 


The requirement that a clearing agency admit to 
participation the categories of persons enumerated in 
subparagraph 17A(b) (3) (B) of the Act is modified by 
subparagraph 17A(b) (4) (B) of the Act, which 
provides that a registered clearing agency may deny 
participation to, or condition the participation of, any 
person who does not meet such standards of financial 
responsibility, operational capability, experience and 
competence as are prescribed by the rules of the 
clearing agency.2 A registered clearing agency is 
empowered to examine and verify the qualifications of 
an applicant in accordance with procedures esta- 
blished by the rules of the clearing agency. In 
addition, subparagraph 17A(b) (3) (F) of the Act 
provides, among other things, that the rules of a 
clearing agency may not be ‘‘designed to permit unfair 
discrimination in the admission of participants or 
among participants in the use of the clearing 
agency... .” 


Together the Act’s provisions appear to permit dis- 
criminations in admission to, or use of, a clearing 
agency based on standards of financial responsibility, 
operational capability, experience and competence. In 
addition, the Act requires that the discriminations it 
sanctions not be “unfair” and that the Commission find 
the rules embodying the discriminations to be in the 
public interest and consistent with the other require- 
ments of the Act applicable to registered clearing 
agencies, including the establishment of a national 
system.'° 





®Subparagraph 17A(b)(3)(B) of the Act is modified also 
by subparagraph 17A(b)(4)(A) of the Act, which 
provides that a registered clearing agency may, and in 
cases in which the Commission, by order, directs as 
appropriate in the public interest shall, deny 
participation to any person subject to a statutory 
disqualification. A registered clearing agency is 
required to file notice with the Commission, not less 
than thirty days prior to admitting any person to 
participation, if the clearing agency knew, or in the 
exercise of reasonable care should have known, that 
such person is subject to a statutory disqualification. 


"Subsection 19(b), paragraph 17A(a)(2) and subpara- 
graphs 17A(b)(3)(A) and (F) of the Act. 
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The Commission believes that the Act precludes a 
clearing agency from having rules dealing differently 
with similar categories of participants using similar 
clearing agency services."' In addition, the rules of a 
clearing agency should (i) provide the statutory cate- 
gories of participants access to the clearing agency 
and its services on a basis which does not discriminate 
unreasonably or unfairly, (ii) protect the clearing 
agency’s financial and operational integrity and (iii) 
carry out the purposes of Section 17A of the Act, 
inicuding facilitating the establishment of a national 
system. 


A threshold concern is whether clearing agency rules 
must limit the standards for participation by the 
statutory categories of participants to the standards 
which qualify entities for inclusion in those categories 
or whether clearing agencies may set higher or 
different standards.’ For example, may a clearing 
agency impose a higher net capital standard for broker 
and dealer participants than the standard imposed by 
the Commission’s net capital rule, 17 CFR 240.15c3-1, 
for brokers and dealers engaging in a _ general 
securities business? May a clearing agency impose a 
higher reserve requirement for bank or insurance 
company participants than the requirements imposed 
by their respective regulatory authorities? The Com- 





"The fair procedures for discipling participants, 
denials of participation and limitations on access to 
services required by paragraph 17A(b)(5) of the Act 
and the procedures for review of clearing agency 
actions provided in subsections 19(d), (e) and (f) of the 
Act and Rules 19d-1, 2 and 3 proposed to be adopted 
thereunder, Securities Exchange Act Release No. 
12561 (June 21, 1976), 41 FR 27003 (June 30, 1976), 
would provide a framework for examining applications 
of clearing agency rules in particular instances to 
discipline participants, deny participation or limit 
assess to services. 


The Federal bank regulatory agencies which under 
subparagraphs 3(a)(34)(B) and (C) of the Act are the 
appropriate regulatory agencies for certain registered 
clearing agencies and certain clearing agency 
participants (the Board of Governors of the Federal 
Reserve System, the Comptroller of the Currency and 
the Federal Deposit Insurance Corporation) have 
proposed, and in one instance adopted, rules similar to 
the Commission’s proposed Rules 19d-1, 2 and 3. 


‘The concern does not arise, of course, with respect to 
standards imposed by clearing agencies addressing 
matters not addressed by the regulatory programs and 
requirements defining the statutory participant 
categories. 
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mission is inclined to the view that clearing agencies 
may not impose participation standards conflicting 
with those provided by the regulatory structures 
defining the statutory participant categories but rather 
must assure clearing agency financial and operational 
integrity through clearing agency procedures and 
internal safeguards. 


The Commission would like to receive comment on any 
adverse impact which the Commission’s propsed 
approach might have on the safety of clearing agency 
operations. Recognizing that the statutory participant 
catedgories include entities subject solely to state 
regulation which may vary from state to state, the 
Commission would like to receive comment also on the 
possible need for additional clearing agency standards 
for admitting participants subject solely to state 
regulation. 


The statutory categories of participants vary widely in 
the businesses they conduct and the regulations to 
which they are subject. The risk of loss to clearing 
agencies from participant defaults, however, is the 
same for all participants which avail themselves of 
similar clearing agency services. In view of the 
vagaries to which a creditor clearing agency would be 
subject under the variety of specialized liquidation 
procedures applicable to the entities represented in 
the statutory participant categories,’? the Commission 
is considering requiring that, with the exception of 
registered clearing agencies, all users of services 
offered by registered clearing agencies be required to 
comply fully with the clearing agency financial and 
operational safeguards—such as clearing fund de- 
posits and mark-to-the-market procedures'*—related to 
the services used. The Commission invites comment 
on the effects its proposed approach would have on 
participation in clearing agencies and views on the 
possible need for alternative approaches as well as 





'3Eor example, liquidations of national banks are 
governed by the National Bank Act, 12 U.S.C. Section 
191 et seq.; liquidations of banks insured by the 
Federal Deposit Insurance Corporation are governed 
in part by the Federal Deposit Insurance Act, 12 
U.S.C. Section 11811 et seq.; liquidations of state 
non-insured banks are governed by state law; and 
liquidations. of brokers and dealers may be governed 
by the Securities Investor Protection Act of 1970, 15 
U.S.C. 78aaa et seq. 


4 Mark-to-the-market procedures require payment to a 
clearing system by any party to a trade guaranteed by 
the system who becomes a potential net obligor of the 
system because the market price of the securities 
involved in the trade moves away from the contract 
price for the trade. 


suggestions for their implementation. In particular, 
the Commission would like to receive comment on 
whether as clearing agency participants banks and 
insurance companies should be subject to the same 
financial and operational requirements as brokers and 
dealers or whether, because of the peculiarities of 
banking and insurance and the kinds of risks to which 
banks and insurance companies might subject a 
clearing agency, they should be subject to different 
requirements. 


Registered clearing agencies are required to satisfy 
the Commission, and the appropriate Federal bank 
regulatory agencies in the case of clearing agencies 
which are banks, that the clearing agencies’ systems 
of safeguards are adequate for the protection of 
investors. Pursuant to inspection and regulatory 
programs currently under development, clearing 
agencies will be subject to a variety of examinations 
and rules augmenting the safeguards reviewed in 
connection with the clearing agencies’ registrations 
and insuring that the safeguards continue to be 
effective. Clearing agencies will be permitted to take 
only such risks as are necessary to facilitate the 
completion of securities transactions and will be 
required to reduce those risks through the mainte- 
nance of insurance, clearing funds and mark-to-the- 
market procedures. Moreover, the ability of clearing 
agencies freely to participate in or interface with other 
clearing agencies is essential to the establishment of a 
national system. Accordingly, the Commission be- 
lieves that, unlike other categories of statutory 
paritcipants, registered clearing agencies should be 
permitted to participate in or interface with other 
registered clearing agencies without complying with 
all of the host clearing agencies’ conditions for 
participation and without paying the same fees as 
other participants for services necessary to facilitate 
participation or establish interfaces. 


The Commission invites comment on what risks 
participation by a registered clearing agency would 
represent to the host clearing agency and what, if any, 
conditions for participation should be complied with by 
participating clearing agencies in order to minimize 
any such risks. 


Subparagraph 17A(b) (3) (B) of the Act includes in the 
enumerated categories of clearing agency participants 
such ‘‘other person or class of persons as the 
Commission, by rule, may from time to time designate 
as appropriate to the development of a national 
system. . .’’ To date, the Commission has not 
identified additional categories of persons whose 
participation would be appropriate to the development 
of a national system and, accordingly, has not 
proposed rules to expand the statutory categories. The 
Commission invites comment on whether there are 
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additional entities whose participation in clearing 
agencies would contribute meaningfully to the de- 
velopment of a national system. 


Fair Representation 


Subparagraph 17A(b) (3) (C) of the Act states that a 
clearing agency shall not be registered unless the 
Commission determines that 


[t]he rules of the clearing agency assure a fair 
representation of its shareholders (or members) and 
participants in the’ selection of its directors and 
administration of its affairs. (The Commission may 
determine that the representation of participants is 
fair if they are afforded a reasonable opportunity to 
acquire voting stock of the clearing agency, directly or 
indirectly, in reasonable proportion to their use of such 
clearing agency.) 


The Act does not define fair representation but rather 
reserves to the Commission the authority to determine 
whether the rules of the clearing agency give fair voice 
to participants as well as to shareholders or members 
in the selection of directors and administration of its 
affairs.'5 While the Commission does not intend to 
preclude the operation of clearing agencies for profit, 
the Commission is contemplating requiring that, at 
a minimum, the rules of the clearing agency permit its 
participants, who also may be members or sharehol- 
ders, to select, directly or indirectly, the clearing 
agency’s board of directors..© The Commission 





The fair representation requirement was adopted 
verbatim from S: 249, the Senate version of the 
Securities Acts Amendments of 1975 (the ‘1975 
Amendments’’). The report of the Senate Committee 
on Banking, Housing and Urban Affairs to accompany 
$.249 states: 


The rules of the clearing agency must assure fair 
representation of its shareholders (or members) and 
participants in the decision making process of the 
clearing agency . . . . The reference to shareholders or 
members makes it clear that the bill establishes no 
norm as to whether clearing agencies should or should 
not be operated for profit. The bill makes no attempt 
to set up particular standards of representation or 
participation .... 


Securities Acts Amendments of 1975, Report of the 
Senate Committee on Banking, Housing and Urban 
Affairs to Accompany S. 249, S. Rep. 94-75, 94th 
Cong., ist Sess. 123-24. (1975). 


'6The Commission recognizes, however, that it may be 
appropriate for the rules of a clearing agency to 
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believes that through selecting the board of directors 
participants will be able to influence the policies of the 
clearing agency, particularly those affecting the 
nature, kind and quality of services offered, and to 
insure that the management of the clearing agency is 
repsonsive to participant demands. There are a 
number of procedures for affording clearing agency 
participants a voice in the nomination and election of 
clearing agency directors which would be consistent 
with the standards the Commission intends to apply in 
determining whether a clearing agency’s rules comply 
with the fair representation requirements of the Act. 


One method of providing participation in the nomina- 
ting process would be to solicit nominations from all 
participants and, if desired to insure that nominees 
have a sufficient base of support, to require that 
nominees be nominated by a minimum percentage or 
number of participants. Another method would be to 
use a nominating committee to select candidates for 
election to the board under a selection process 
designed to insure selection of a slate of candidates 
representative of the clearing agency’s participants. '” 
The slate of candidates chosen by the nominating 
committee would be sent to all participants sufficiently 
in advance of the shareholders’ meeting to allow the 
participants an opportunity to nominate additional 
candidates. '® 


Direct participation in the election of directors could 
be achieved through the allocation of voting stock to 
all participants based on their usage of the clearing 
agency. '? Under that approach, however, it would be 
necessary to allow cumulative voting in order to 
provide smaller participants some representation on 
the board. If, under the governing documents of the 
clearing agency, stockholders who are not participants 





provide limited representation to a non-participant, 
such as a national securities exchange or registered 
securities association, by permitting it to name a 
director. 


"The nominating committee should be composed of, 
or selected by, the clearing agency’s participants or 
representatives chosen by the participants. 


‘8 These nominees presumably would be required to be 
nominated by a minimum percentage or number of 
participants. 


'°Except insofar as an allocation formula might reflect 
the proportionate share of the clearing agency’s 
revenues derived from the fees paid by participants to 
whom stock was allocated, the voting stock would have 
to be available, to the extent permitted by state 
corporation laws, gratis or at a nominal cost. 








are entitled to vote for the election of directors, the 
participants could be given the ability to select a slate 
of nominees by vote and the stockholders could be 
required by agreement to vote their shares for 
nominees chosen by the participants. 2° 


By referring to ‘‘a reasonable opportunity [by partici- 
pants] to acquire voting stock of the clearing agency, 
directly or indirectly, in reasonable proportion to their 
use of such clearing agency’’ the Act appears to 
contemplate basing fair representation on usage of the 
clearing agency. The Commission would like to receive 
comment, however, on whether additional factors 
should be considered in determining the fairness of 
participant representation in a clearing agency’s 
affairs. 


So that the participants will have sufficient information 
concerning the clearing agencies’ affairs to participate 
meaningfully in their administration, the Commission 
proposes to require clearing agencies to furnish parti- 
cipants with annual and quarterly financial state- 
ments,?' examination reports on the clearing agencies’ 
systems of internal accounting control,22 and explana- 
tions of proposed dues, fees or charges.”* In addition, 
the Commission believes participants must receive 
notice of, and an opportunity to comment on, proposed 
rule changes affecting participants’ rights or obliga- 

» tions prior to submission of the rule changes to the 
Commission. The Commission believes the notices 
should contain at least the text and purpose of the 
proposed rule change and a request for comments and 
should allow participants a reasonable period to review 
the proposed rule change and submit comments.?4 


Paragraphs 6(b)(3) and 15 A(b)(4) of the Act in 
pertinent part provide that one or more directors of 





Participant voting in connection with the selection of 
nominees could be based on the participants’ use of 
the clearing agency. 


21See p. 40 infra. 
22See p. 43 infra. 
3See p. 55 infra. 


24Copies of participants’ comments would be required 
to be submitted to the Commission as part of clearing 
agency rule submissions pursuant to 17 CFR 
240.19b-4, which, among other things, provides 
procedures for self-regulatory organizations to file 
proposed rule changes. 


More specificity will be required regarding changes in 
dues, fees or charges for services rendered to 
Participants. See p. 55 infra. 


national securities exchanges and registered securities 
associations ‘‘shall be representative of issuers and 
investors and not be associated with a member of the 
[exchange or association], broker or dealer. . .’’ Al- 
though subparagraph 17A(b) (3) (C) of the Act does 
not contain a similar provision, the Commission would 
like to receive comment on whether it would be in the 
public interest for the Commission to require that 
clearing agencies have one or more directors who 
would be representative of issuers and investors and 
would not be associated with any participant or 
self-regulatory organization. 


Capacity to Enforce Rules, Disciplinary Actions and 
Fair Procedures 


Subparagraph 17A(b)(3)(A) of the Act in pertinent 
part provides that a clearing agency shall not be regi- 
stered unless the Commission determines that 


the clearing agency is so organized and has the 
capacity. . . .to enforce (subject to any rule or order of 
the Commission pursuant to section 17(d) or 19(g) (2) 
of this title) compliance by its participants with the 
rules of the clearing agency. 


The Commission has not exercised its authority under 
paragraph 17(d) (1)25of the Act to allocate to other 





25Paragraph 17(d)(1) of the Act, in pertinent part, 
provides: 

(d)(1) The Commission, by rule or order, as it deems 
necessary or appropriate in the public interest and for 
the protection of investors, to foster cooperation and 
coordination among self-regulatory organizations, or to 
remove impediments to and foster the development of 
a national market system and national system for the 
clearance and settlement of securities transactions, 
may— 


(A) with respect to any person who is a member of or 
participant in more than one _ self-regulatory 
organization, relieve any such self-regulatory organi- 
zation, of any responsibility under this title (i) to 
receive regulatory reports from such person, (ii) to 
examine such person for compliance, or to enforce 
compliance by such person, with specified provisions 
of this title, the rules and regulations thereunder, and 
its own rules, or (iii) to carry out other specified 
regulatory functions with respect to such person, and 


(B) allocate among self-regulatory organizations the 
authority to adopt rules with respect to matters as to 
which, in the absence of such allocation, such 
self-regulatory organizations share authority under 
this title. 
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self-regulatory organizations ?® the self-regulatory re- 
sponsibilities of registered clearing agencies, nor has 
the Commission exercised any authority contained in 
paragraph 19(g) (2)?7of the Act to relieve registered 





In making any such rule or entering any such order, 
the Commission shall take into consideration the 
regulatory capabilities and procedures of the 
self-regulatory organizations, availability of staff, 
convenience of location, unnecessary regulatory 
duplication, and such other factors as the Commission 
may consider germane to the protection of investors, 
cooperation and coordination among self-regulatory 
organizations, and the development of a _ national 
market system and a national system for the clearance 
and settlement of securities transactions... . 


On October 28, 1976, the Commission adopted 17 CFR 
240.17d-2 under the Act (Securities Exchange Act 
Release No. 12935), 41 FR 49091 (November 8, 1976), 
to enable self-regulatory organizations to file with the 
Commission, and the Commission to declare effective, 
plans allocating self-regulatory responsibilities among 
self-regulatory organizations. A number of plans have 
been filed by self-regulatory organizations (other than 
registered clearing agencies), but to date no plans 
have been declared effective by the Commission. 


26As used in paragraph 3(a)(26) of the Act the term 
‘*self-regulatory organization’’ includes national 
securities exchanges, registered securities associa- 
tions, registered clearing agencies and, for certain 
purposes not pertinent to clearing agency regulation, 
the Municipal Securities Rulemaking Board. 


27S$ubsection 19(g) of the Act 
provides: 


in pertinent part 


(g)(1) Every self-regulatory organization shall comply 
with the provisions of this title, the rules and 
regulations thereunder, and its own rules, and (subject 
to the provision of Section 17(d) of this title, paragraph 
(2) of this subsection, and the rules thereunder) absent 
reasonable justification or excuse enforce com- 
pliance— 


(C) in the case of a registered clearing agency, with 
its own rules by its participants. 


(2) The Commission, by rule, consistent with the 
public interest, the protection of investors, and the 
other purposes of this title, may relieve any 
self-regulatory organization of any responsibility under 
this title to enforce compliance with any specified 
provision of this title or the rules or regulations 
thereunder by any member of such organization or 
person associated with such a member, or any class of 
such members or persons associated with a member. 
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clearing agencies of their responsibility to enforce 
compliance with their rules. Accordingly, the Commis- 
sion currently is not prepared to register clearing 
agencies unless they have the organization and 
capacity to determine whether their rules are being 
complied with and, if they are not being complied 
with, to provide for appropriate disciplining of 
non-complying participants. 


In reviewing the organization and capacity of clearing 
agencies, the Commission intends to evaluate (i) their 
procedures for determining whether a participant is 
experiencing financial or operational difficulties, (ii) 
their arrangements for exchanging information with 
other self-regulatory organizations and (iii) the trai- 
ning and experience of the staff engaged in carrying 
out self-regulatory responsibilities. In appropriate 
circumstances and in accordance with 17 CFR 
240.17d-2 under the Act2?7 the Commission is prepared 
to use its authority to relieve registered clearing 
agencies of certain of their self-regulatory responsibili- 
ties and to permit their allocation to other self-regula- 
tory organizations of which clearing agency partici- 
pants are members. There are other self-regulatory 
responsibilities, however, such as the furnishing of 
reports to other self-regulatory organizations and the 
disciplining of participants, which the Commission 
believes should be carried out by registered clearing 
agencies. The Commission would like to receive 
comment on the circumstances under which clearing 
agencies should be relieved of their self-regulatory 
responsibilities, the responsibilities of which clearing 
agencies should be relieved and the responsibilities 
which clearing agencies should retain. 


The requirement of subparagraph 17A(b) (3) (A) 
concerning enforcement of compliance with clearing 
agency rules is complemented by subparagraphs 
17A(b) (3) (G) and (H), which require the rules of a 
clearing agency to provide that its participants shall be 
appropriately disciplined for violating the clearing 
agency’s rules and to provide fair procedures for the 
disciplining of participants, the denial of participation 
in the clearing agency to any person, the prohibition or 
limitation of access to the clearing agency’s services 
and summary suspensions.2® 





28Subparagraph 17A(b(5)(C) sets forth the specific 
circumstances under which a clearing agency may 
summarily suspend a participant and the minimum 
procedural requirements which must be observed in 
effecting a summary suspension. 


\ 











The Act contemplates that a clearing agency may 
‘fappropriately’’ discipline its participants through any 
one, or combination, of ‘‘expulsion, suspension, 
limitation of activities, functions and operation, fines, 
censure, or any other fitting sanction.’’22The Commis- 
sion believes a clearing agency should have available 
and should employ an array of sanctions appropriate to 
the range of violations which the clearing agency may 
expect to encounter. Also, the clearing agency’s rules 
should establish the agency’s authority to interpret its 
rules and to make initial findings that rule violations 
have occurred and otherwise should describe the 
manner in which disciplinary authority is to be 
exercised. 


The Commission believes that the fair procedures 
requirements of subparagraph 17A(b) (3) (H) of the 
Act mandate, at a minimum, that a clearing agency 
have rules containing the substance and complying 
with the spirit of paragraph 17A(b) (5) of the Acct, 
which outlines the procedures to be followed by a 
clearing agency in disciplining its participants.*° In ad- 
dition, the Commission is inclined to require that 
clearing agencies have review procedures for partici- 
pants aggrieved by clearing agency acts or failures to 
act which, while not falling into one of the categories 
contemplated by paragraph 17A(b) (5) of the Act, 
nevertheless have the effect of permitting ‘‘unfair 
discrimination among participants in the use of a 





29Subparagraph 17A(b)(3)(G) of the Act. 


30Under subparagraph 17A(b)(5)(A) of the Act, if a 
registered clearing agency institutes proceedings to 
determine whether a participant should be disciplined, 
other than a summary proceeding pursuant to 
subparagraph 17A(b)(5)(C) of the Act, the clearing 
agency must set forth specific charges, notify the 
participant of the charges, give him an opportunity to 
defend against the charges, and keep a record. A 
determination by the clearing agency to impose a 
disciplinary sanction must be supported by a 
statement setting forth 


1. Any act or practice in which the participant has been 
found to have engaged, or which the participant has 
been found to have omitted to perform; 


2. The specific provisions of the rules of the clearing 
agency which are deemed to have been violated by the 
act or practice, or omission to act; and 


3. The sanction imposed and the reason for the 
sanction. 


Under subparagraph 17A(b)(5)(B) of the Act, in 
proceedings by a registered clearing agency to 
determine whether a person should be denied 
participation or prohibited or limited with respect to 
access to services offered by the clearing agency, the 
clearing agency is required to notify the person of the 
specific grounds for the denial, prohibition, or 
limitation under consideration, to give the person with 
respect to whom the proceedings are instituted an 
opportunity to be heard and to keep a record of the 
proceedings. A determination by the clearing agency 
to deny participation or prohibit or limit a person with 
respect to access to services offered by the clearing 
agency must be supported by a statement setting forth 
the specific grounds on which the denial or prohibition 
or limitation is based. 


Under subparagraph 17A(b)(5)(C), a registered 
clearing agency may summarily suspend and close the 
accounts of a participant who (1) has been and is 
expelled or suspended from any _ self-regulatory 
organization, (2) is in default of any delivery of funds 
or securities to the clearing agency, or (3) is in such 
financial or operating difficulty that the clearing 
agency determines and so notifies the appropriate 
regulatory agency for such participant that the 
suspension and closing of accounts are necessary for 
the protection of the clearing agency, its participants, 
creditors or investors. 


A participant summarily suspended must promptly be 
afforded an opportunity for a hearing by the clearing 
agency in accordance with the procedures ‘for 
disciplinary actions outlined above. The summary 
suspension may be stayed by the appropriate 
regulatory agency for the participant upon its own 
motion or upon application by any person aggrieved 
thereby, if such appropriate regulatory agency 
determines, summarily or after notice and opportunity 
for hearing, that such stay is consistent with the public 
interest and the protection of investors. The hearing 
may consist solely of the submission of affidavits or 
the presentation of oral arguments. 


In connection with the imposition of final disciplinary 
sanctions, denials of participation, prohibition or 
limitation with respect to access, and summary 
suspensions by registered clearing agencies, the Act 
requires a registered clearing agency to give notice of 
the action to the appropriate regulatory agency for the 
clearing agency and the appropriate regulatory agency 
for the participant and provides for review of the 
action by the appropriate regulatory agency for the 
participant, applicant, or other person against whom 
the action was taken. See subsections 19(d), (e) and (f) 
of the Act. See a/so n. 11 supra. 
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clearing agency’s services’’.*' The Commission would 
like to receive comment on the need for such proce- 
dures and on the manner in which they should be 
structured. 


Safeguarding of Securities and Funds 


In determining whether to register a clearing agency, 
the Commission must consider whether 


[the] clearing agency is so organized and has the 
capacity to be able to facilitate the prompt and 
accurate clearance and settlement of securities trans- 
actions for which it is responsible, [and] to safeguard 
securities and funds in its custody or control or for 
which it is responsible. . . .32 


and whether 


[t]he rules of the clearing agency are designed. . . to 
promote the prompt and accurate clearance and 
settlement of securities transactions [and] to assure 
the safeguarding of securities and funds which are in 
the custody or control of the clearing agency or for 
which it is responsible. . . . 33 


As used in this discussion, the term ‘‘safeguards’’ 
comprises (i) the organization and capacity to 
safeguard funds and securities and clear and settle 
transactions promptly and accurately and (ii) the rules 
designed to achieve those objectives; moreover, 
because significant segments of securities clearance 
and settlement are carried out and controlled through 
automatic data processing (‘‘ADP’’), the term ‘‘safe- 
guards’’ also comprises the critical clearing agency 
management function of ensuring the integrity of ADP 
operations. 


The Commission believes that clearing agency safe- 
guards should anticipate and be designed to protect 
against the possibility of theft, accidental or malacious 
destruction or loss of securities or funds, and 
accidental or intentional, but unauthorized, modifica- 
tion, disclosure or destruction of data as a result of 
errors and omissions, dishonest or disgruntled em- 
ployees, fire or water damage or other threats, such as 
malicious acts committed by strangers. 34 





3'Subparagraph 17A(b)(3)(F) of the Act. 
32Subparagraph 17A(b)(3)(A) of the Act. 
33Subparagraph 17A)b)(3)(F) of the Act. 
34See e.g. Courtney, “A Systematic Approach to Data 
Security,” National Bureau of Standards Special 


Publication 404, Approaches to Privacy and Security in 
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Although the Commission has previously evaluated 
clearing agency safeguards in connection with the 
18-month registrations of clearing agencies granted 
pursuant to subsection (c) of 17 CFR 240.17Ab2-1,35 
the increasing interdependence of the components of 
the national system requires that the Commission 
reexamine those determinations during its current 
registration proceedings. The ensuing discussion 
describes the standards which the Commission 
proposes to apply during its review of clearing agency 
safeguards. The Commission seeks comment on the 
appropriateness of the proposed standards in achiev- 
ing their intended goals and on any burdens or 
expense the proposed standards may occasion. 


Organization. The Commission believes that 
clearing agencies should be organized in a manner re- 
flecting the importance of operational controls and 
consistent with evolving concepts of director 
independence and director control and evaluation of 
audit engagements. The framework for ongoing and 
independent review of operational and audit actions 
could be provided by the establishment of an 
operations committee and an audit committee of the 
board of directors, composed in each case of 
independent directors,2® and supported by two staff 
departments—a _ security department, reporting to 
the operations committee, and an internal audit 
department, reporting to the audit committee. 


The Commission considers the evaluation of periodic 
risk assessments of the clearing agency’s ADP 
facilities3’to be both a responsibility which properly 





Computer Systems 29 (September 1974) [available 
from Sup. of Doc. U.S. Government Printing Office, 
Washington, D.C. 20402, SD Cat. No. C13.10:404 
($1.45)]. 


35See discussion supra. 


3®The Commission is inclined to the view that a 
director is independent for the purpose of serving on a 
clearing agency operations committee or audit 
committee if the director is not associated with the 
clearing agency, any self-regulatory organization 
affiliated with the clearing agency or any entity which 
furnishes services to the clearing agency and is free 
from any other relationship that, in the opinion of the 
clearing agency’s board of directors, would interfere 
with the director’s exercise of independent judgment. 


37See, e.g., S. Reed, Automatic Data Processing Risk 
Assessment (Interim Document - March 1977) [pre- 
pared by the Systems Architecture Section, 
Systems and Software Division, Institute for Computer 
Sciences & Technology, National Bureau of Standards, 


® 


_ 




















should be lodged with the operations committee and a 
method of providing the committee with the 
information necessary to evaluate continuously the 
clearing agency’s ADP safeguards.*® The Commission 
envisions also continuous operations committee 
monitoring of the adequacy of the clearing agency’s 
operating capacity and committee evaluation of 
staff-prepared studies of the impact that new or 
expanded services would have on the clearing 
agency’s capacity.2° The Commission anticipates that 
the committee would be supported by an appropriately 
and competently staffed security department super- 
vising the establishment, maintenance and update of 
safeguards and reporting periodically to the operations 
committee. 


The Commission expects that the clearing agency’s 
audit committee*® would select the agency’s 





Washington, D.C. 20234, available from the National 
Technical Information Service (NTIS), Springfield, 
Virginia 22151 ($4.00); R. Courtney, Security Risk 
Assessment in Electronic Data Processing Systems 
(Revised ed. December 1975) [available from 
IBM Corporation, P.O. Box 390, Poughkeepsie, N.Y. 
12602], reprinted in Committee on Government 
Operations, United States Senate, Problems Asso- 
ciated with Computer Technology in Federal Programs 
and Private Industry 181 (June 1976). 


38The need for continuous evaluation by the operations 
committee exists whether a clearing agency’s ADP 
services are provided by an independent contractor or 
are carried out by the clearing agency itself. 


3°See discussion of capacity infra. 


“°The Commission has urged the formation of audit 
committees, composed of outside directors, to 
participate in arranging corporate audits. Accounting 
Series Release No. 19 (Dec. 5, 1940). In 1972, the 
Commission specifically endorsed the establishment 
by all publicly-held companies of audit committees 
composed of outside directors. Securities Exchange 
Act Release No. 9548 (Mar. 23, 1972), 37 FR 6850 
(Apr. 5, 1972). In 1974, the Commission reiterated its 
support of audit committees by amending its rules to 
require disclosure in proxy statements of the existence 
or absence of audit committees. Securities Exchange 
Act Release No. 11147 (Dec. 20, 1974), 40 FR 1012 
(Jan. 6, 1975). The Commission recently supported 
this concept in its’ ‘‘Report to the President on 
Regulatory Reform’’ (October 5, 1976). 


On January 6, 1977, the Board of Directors of the New 
York Stock Exchange, Inc. (the ‘‘NYSE’’) adopted 
Rule 2495H, ‘‘Audit Committee Policy’’ requiring 


independent public accountant and would meet with it 
before and after any examination it performed. 
The Commission anticipates that the clearing agency’s 
internal audit department would be adequately staffed 
with qualified personnel,4' would maintain in- 
dependence and objectivity in the performance of its 
duties and periodically would report directly to the 
audit committee. The Commission believes an internal 
audit department’s effectiveness would depend on its 
ability to act as a separate level of control, 
participating both in development of the clearing 
agency’s system of internal accounting control and, 
thereafter, in evaluations of the system in operation. 


The Commission is inclined to require that clearing 
agencies have operations and audit committees, each 
of which would (i) consist of, at a minimum, the 
greater of three directors or 25 percent of the 
members of the clearing agency’s board; (ii) be 
composed of independent directors; (iii) have a 
membership qualified to make the operational or 
internal accounting control and audit evaluations 
required of the committee; and (iv) have members who 
could devote sufficient time to the work of the 
committee to discharge effectively the committee’s 
responsibilities.4? The Commission would like to re- 
ceive comment on the need for, and desirable 
characteristics of, operations and audit committees for 
clearing agencies. 





issuers of securities to establish no later than June 30, 
1978, and thereafter maintain an audit committee 
composed of outside directors as a condition to listing 
and continued listing of the issuers’ securities on the 
Exchange. Recently, the Commission wrote the other 
registered national securities exchanges suggesting 
that they adopt rules comparable to NYSE Rule 
2495H. 


*'The ADP environment of a clearing agency dictates 
that an internal audit department’s staff possess 
sufficient technical training, proficiency in accounting 
and auditing, and expertise in ADP application of 
accounting and auditing to perform internal audit 
functions competently. See e.g., Institute of Internal 
Auditors, Inc. (the “IIA”) research project report, 
Systems Auditability and Control (April, 1977), which 
discusses the growing significance of ADP operations 
to the internal audit function; the report is contained in 3 
volumes—Executive Report, Data Processing Control 
Practices Report and Data Processinc Audit Practices 
Report—(available from William E. Perry, 
Director of EDP and Research, IIA) Altamonte 
Springs, Florida 32701, ($30) . 


42The Commission recognizes that one or more 
clearing agency directors might serve on both the 
clearing agency’s operations and audit committees. 
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Processing Capacity. The Commission is aware that a 
clearing agency has a finite processing capacity which 
is limited by the capacity of the clearing agency’s 
hardware and software and by its level of staffing. The 
Commission is aware also that the overall 
effectiveness, including the efficiency and accuracy, of 
a clearing agency’s operations decreases in periods of 
peak demand when processing volume approaches the 
limits of a clearing agency’s capacity. The Commission 
believes clearing agencies should continuously review 
their capacity to process existing and _ projected 
volumes through periodic impact studies detailing the 
clearing agency’s capacity under normal and 
progressively increasing transaction volumes. Close 
monitoring of processing capacity appears to the 
Commission to be particularly important in connection 
with developments in the establishment of a national 
clearing and settlement system, which are likely to 
increase the volume of transactions processed by the 
national system’s component entities and may have 
the effect of re-routing existing clearing and 
settlement volumes. Accordingly, the Commission 
proposes to require registered clearing agencies to 
make periodic assessments of their processing 
capacity. 


Financial Reports. The Commission believes that a 
clearing agency should have available, within 60 days 
following the close of the clearing agency’s fiscal year, 
audited annual financial statements which would 
disclose clearing system balances and positions, would 
be unconsolidated, would be prepared in accordance 
with generally accepted accounting principles, would 
be covered by the report of its independent public 
accountant, and, in addition to the basic financial 
statements, would contain the following additional 
financial data: 


—a statement of changes in the balance and 
composition of the clearing agency’s clearing or 
participants’ fund, presented in a fashion similar to 
that commonly used to present changes in equity; 


—a footnote describing any use made of the balance in 
the clearing or participants’ fund during the year;* 


—a schedule, covered by the same report of the 
independent public accountant as the basic financial 
statements, setting forth revenues by significant fee 
sources and the direct and indirect expenses related to 
each fee source; and 


—a footnote describing indirect expenses and methods 
used in allocating indirect expenses to significant fee 
sources. 





“3See discussion infra. of limitations on the use which 
clearing agencies may make of monies deposited in 
clearing funds. 
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The annual report should be accompanied by a 
management’s discussion and analysis of significant 
financial and operating developments during the 
period covered by the report. 


In addition, the Commission is inclined to require 
clearing agencies to have available unaudited 
quarterly financial statements within 30 days following 
the close of each fiscal quarter, prepared in 
accordance with generally accepted accounting 
principles and subject to a limited review** conducted 
in accordance with generally accepted auditing 
standards by its independent public accountant who 
would state the basis of the limited review.*5 The 
quarterly financial statements would consist of: (i) a 


.Statement of financial position as of the end of the 


most recent fiscal quarter and as of the end of the 
corresponding period of the preceding fiscal year; (ii) a 
statement of changes in financial position for the 
period between the end of the last fiscal year and the 
end of the most recent fiscal quarter and for the 
corresponding period of the preceding fiscal year; and 
(iii) a condensed statement of results of operations for 
the most recent fiscal quarter and for the period 
between the end of the last fiscal year and the end of 
the most recent fiscal quarter, and for corresponding 
periods of the preceding fiscal year. The quarterly 
statements would be accompanied by a management’s 
discussion and analysis -of significant financial and 
operating developments during the period reported 
on. 


In the opinion of the Commission the preparation and 
availability of annual and quarterly financial 
statements is fundamental to the ability of a clearing 
agency’s management and board of directors to 
remain apprised of the clearing agency’s financial 
condition and the adequacy and accuracy of its 
records. The Commission believes also that the 
availability of financial statements would assist the 
Commission and other appropriate regulatory agencies 
in the discharge of their regulatory responsibilities. 
Lastly, the Commission believes that the financial 
statements prepared by clearing agencies should 
promptly be made available to the clearing agencies’ 
participants in order to permit their informed 





44AICPA Statement on Auditing Standards No. 10 
Limited Review of Interim Financial Information 
(December 1975) (AICPA, Professional Standards, vol. 
1, AU section 720), extent of procedures. 


‘SAICPA Statement on Auditing Standards No. 13 
Reports on a Limited Review of Interim Financial 
Information (May 1976) (AICPA, Professional Stan- 
dards, vol 1, AU section 519), form of report. 











participation in the administration of the clearing 
agencies’ affairs.*® 


@rerernsi Accounting Control Reports. The Commission 


believes the establishment and maintenance of an 
adequate system of internal accounting control are 
critical to the safety and accuracy of clearing agency 
operations. Although the objectives of internal 
accounting control are familiar to the business 
community and presumably would be viewed by a 
clearing agency’s directors as a fundamental aspect of 
management’s_ responsibilities,” the Commission 
believes that, in order to evaluate the adequacy of 
a clearing agency’s system of internal accounting 
control, the agency’s board of directors should have 
available an examination report on the system of 
internal accounting control prepared by a qualified and 
independent source. 


The Commission is inclined to require that 
semi-annually a clearing agency obtain an examination 
report prepared by an independent public accountant 





46See discussion supra. 


47In proposed Rule 13b-2, Securities Exchange Act 


@ revue No. 13185 (January 19, 1977), 42 FR 4854 


(January 26, 1977), the Commission proposed to adopt 
as a Commission rule the American Institute of 
Certified Public Accountants’ definition of accounting 
control, Statement on Auditing Standards No. 1, 
section 320.28 (1973) (AICPA Professional Standards, 
vol. 1, AU section 320): 


Accounting control comprises the plan of organization 
and the procedures and records that are concerned 
with the safeguarding of assets and the reliability of 
financial records and consequently are designed to 
provide reasonable assurance that: 


a. Transactions are executed in accordance with 
management’s general or specific authorization. 


b. Transactions are recorded as necessary (1) to 
permit preparation of financial statements in 
conformity with generally accepted accounting 
principles or any other criteria applicable to such 
statements and (2) to maintain accountability for 
assets. 


c. Access to assets is permitted only in accordance 
with management’s authorization. 


_. d. The recorded accountability for assets is compared 
® with the existing assets at reasonable intervals and 


appropriate action is taken with respect to any 
difference. 


on the clearing agency’s system of internal accounting 
control. The Commission anticipates that the 
accountant’s report would be based on an examination 
made for the sole purpose of issuing its report on the 
system of internal accounting control and would 
consist of a study, including a review of the system 
and tests of compliance, and an evaluation’® The 
examination would include all procedures necessary 
under the circumstances to enable the independent 
public accountant to express an opinion thereon and 
would be sufficient in scope to provide reasonable 
assurance that any material weakness existing or 
found to have existed since the previous semi-annual 
examination report would be disclosed. The 
accountant’s opinion would describe any material 
weaknesses discovered and any corrective action 
taken, or being taken, by the clearing agency. If the 
examination did not disclose any material weaknesses, 
the opinion would so state. 


The Commission believes that availability of such 
examination reports, in addition to providing an 
essential tool for clearing agency management, would 
aid the Commission and other regulatory agencies in 
discharging their regulatory responsibilities with 
respect to clearing agencies. Also, because clearing 
agency participants have a significant interest in the 
adequacy of the system of internal accounting control 
which protects their securities and funds, the 
Commission is inclined to require that the examination 
reports be furnished to all participants promptly after 
the reports become available to the clearing agency. 


Securities, Funds and Data Controls. The Com- 
mission’s experience with this aspect of clearing 
agency controls has led it to conclude that it is useful 
to analyze safeguards in terms of two principal 
objectives: (i) prevention, including physical security, 
data and software integrity, and internal accounting 
control, discussed above; and (ii) recovery, including 
contingency planning and insurance. 


The securities industry has had substantial experience 
with procedures for the physical safeguarding of 
securities and funds in vaults and in funds handling 
areas and while in transit. In the relatively new area of 
ADP operations, however, a consensus on the 
necessary elements of physical security is_ still 





481f a clearing agency institutes a significant change in 
its system of internal accounting control, the clearing 
agency should notify, and consult with, its 
independent public accountant so that the accountant 
may consider whether interim examination procedures 
are necessary. 
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evolving 49 While the Commission recognizes the need 
for flexibility in the design and implementation of 
security systems, on a more general level the 
Commission would expect each clearing agency’s plan 
for physical security to include, both for the 
maintenance and processing of securities and funds 
and for the ADP operation, such traditional security 
measures as: access control on-site, off-site and 
in-transit; written procedures detailing steps involved 
in handling funds and securities; maintenance of an 
orderly and secure working environment; and early 
warning systems and disaster procedures responsive 
to fire, natural disasters, and intrusion. 


The Commission believes the application of 
conventional prevention measures to ADP operations 
should be augmented by measures designed to assure 
software integrity, such as stringent quality assurance 
procedures (including pre-implementation review and 
testing of new applications, operating systems and 
components), full documentation of systems design 
and modifications, periodic post-implementation 
systems testing and requirements for executive 
approval to modify or update software. In addition, the 
integrity of data files should be verified periodically. 


The recovery objective of funds, securities and data 
controls, in the Commission’s opinion, calls for a 
written contingency plan, which at a minimum covers 
(i) preparation for contingencies through such devices 
as periodic duplication and off-site storage of data 
files; (ii) off-site storage of up-to-date, duplicate 
software files and critical forms and supplies needed 
for processing operations; (iii) immediate availability 
of software modifications, detailed procedures, 
organization charts and job descriptions for the 
conduct of operations under a variety of possible 
contingencies; (iv) emergency mechanisms for 
establishing and maintaining communications with 
participants and other entities participating in the 
national clearing and settlement system. The 
Commission would expect contingency plans to be 
tested periodically to insure their effectiveness and 
adequacy. 


The Commission believes that, in addition to clearing 
funds and mark-to-the-market procedures discussed 
below, the recovery component of clearing agency 
safeguards should include adequate insurance 





49See, e.g., the discussion of ADP physical security 
contained in the National Bureau of Standards Federal 
Information Processing Standards Publication 31, 
Guidelines for Automatic Data Processing Physical 
Security and Risk Management June 1974 [available 
from National Technical Information Service, 5285 Port 
Royal Road, Springfield, Virginia 22161 ($3.50)]. 
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coverage for both the clearing agency’s operations and 
the operations of any sub-custodian. delivery service 
or other agent used by a clearing agency. The 
Commission is inclined to the view that adequate 
insurance coverage should be substantially similar to 
that afforded by Stockbrokers Blanket Bond Standard 
Form No. 14 of the Surety Association of America 
currently in effect, augmented by errors and omissions 
insurance, fire insurance and such additional 
insurance coverage as may be desirable in view of the 
kinds of risks involved in the operation of a clearing 
agency. The Commission would like to receive 
comment on the kinds and amounts of insurance 
coverage appropriate to clearing agency operations 
and on whether and on what conditions clearing 
agencies should be permitted to self-insure against 
risks not covered by clearing funds. 


Rules. The Commission believes many of the most 
significant clearing agency safeguards can be provided 
by clearing agency rules*° which, if properly dove- 
tailed and carefully monitored, can substantially 
reduce the impact of a participant’s insolvency on a 
clearing agency and its participants. Through its rules, 
a clearing agency may protect its financial and 
operational integrity by requiring that the financial 
condition and operations of participants satisfy certain 
minimum standards and that, in dealing with the 
clearing agency, participants comply with procedures 
designed to reduce its risk of loss. In this category are 
rules limiting participation to those who have complied 
with defined standards of financial condition, 
operational capability, competence and experience; 
rules requiring contributions to clearing or partici- 
pants’ funds and permitting assessments against 
participants if the contributions are exhausted; rules 
setting mark-to-the-market and collateral require- 
ments; rules establishing sanctions such as fines and 
deposits; and rules permitting a clearing agency to 
limit the amount by which a particular participant may 
be indebted to the clearing agency. 


The clearing agency also protects its participants by 
setting certain standards for its own performance, 
such as rules requiring mandatory termination of 





Section 3(a)(27) of the Act provides: 


Theterm... ‘‘rules of aclearing agency’’ means the 
constitution, articles of incorporation, bylaws, and 
rules, or instruments corresponding to the foregoing, 
of [a] . . . clearing agency . . . and such of the stated 
policies, practices, and interpretations of such ... 
clearing agency as the Commission, by rule, may 
determine to be necessary or appropriate in the public 
interest or for the protection of investors to be deemed 
to be rules of such . . . clearing agency. 

















participants upon the occurrence of certain events and 
rules establishing a clearing agency’s responsibility to 
maintain adequate insurance. Clearing agencies 
should also insure that participants receive manuals 
and training that explain in detail clearing agency 
operations and the participant’s role in them as well as 
instruct participants on the methods available for 
checking their records against daily and other periodic 
reports of clearing agency activity. 


The Commission believes that clearing funds and the 
obligations of participants to pay additional fund 
assessments have two primary purposes: first, to 
ensure that the clearing agency holds as security 
assets of each participant which bear an appropriate 
relation to the risk of loss that the participant poses for 
the clearing agency; and, second, to spread among all 
participants the risk of loss resulting from a 
participant’s default which exceeds the amount of the 
defaulting participant’s clearing fund contribution. 
Both these functions contemplate the continued 
existence of the clearing agency following one or more 
losses resulting from participant default. The 
Commission is concerned, however, that, through the 
assessment mechanism, an overwhelming loss 
ultimately might exhaust the resources of a number of 
clearing agency participants and result in their 
demise. Accordingly, the Commission is inclined to 
require limitations on the rights of clearing agencies to 
assess their participants, thereby creating the 
possibility that a clearing agency may become 
insolvent without first exhausting the resources of 
other participants through the assessment mechanism 
because of a loss caused by, and the subsequent 
insolvency of, one or more participants. 


The potential adverse effect of the assessment 
mechanism could be limited by determining an 
average assessment amount which could be collected 
without causing the insolvency of a significant number 
‘Of participants and thereafter limiting assessments to 
that amount. Alternatively, an industry-wide formula 


could be developed for determining and periodically — 


adjusting the size of a participant’s required clearing 
fund contribution on the basis of the risks to the 
clearing agency inherent in the services performed for 
the participant.5' The participant’s required clearing 
fund contribution could then be either the full amount 
determined under the formula or some percentage of 
the amount coupled with an assessment obligation 
equal to the balance of the amount. The Commission 
would like to receive comment and suggestions on 
methods for determining the appropriate level of 
clearing fund contributions and for limiting the effects 
of clearing fund assessments. 





®'Currently, clearing agencies use a variety of 
formulas for computing clearing fund contributions. 


Generally, contributions to clearing funds may consist, 
in varying proportions, of cash, United States 
government obligations, municipal bonds and open 
account indebtedness secured by United States 
government obligations and municipal bonds. The 
Commission believes that clearing fund contributions 
should be in a form which permits a clearing agency 
rapidly to obtain cash equal to the aggregate of all 
required contributions to the clearing fund. 
Accordingly, the Commission would like to receive 
comment on the form which clearing fund 
contributions should take and the relative proportion 
of a clearing fund which each form of contribution 
should represent. 


Obligations to Participants 


Because participant contributions to clearing funds 
protect clearing agencies against specified contingen- 
cies and are returned when participants withdraw from 
clearing agencies, the Commission believes the rules 
of clearing agencies should limit the use that they may 
make of clearing fund contributions. The Commission 
believes that the cash portions of clearing funds 
should be invested only in United States government 
obligations. In addition, the Commission is of the view 
that clearing funds should be used to protect clearing 
agencies against losses to the clearing agency or its 
participants caused by participant default and only 
under the circumstances specified in the clearing 
agencies’ rules. The Commission would like to receive 
comment on whether clearing fund contributions 
should be available for other purposes such as to 
protect participants against losses resulting from 
clearing agency operations. 


The Commission believes also that the rules of every 
clearing agency should provide that, except for 
securities delivered through the clearing agency to a 
participant for which the participant has not made 
payment to the clearing agency or securities pledged 
by a participant through the clearing agency, the 
clearing agency must promptly deliver securities in its 
custody to or as directed by the participant for whom 
they are held. Consistent with its rules, a clearing 
agency should ensure that any subcustodian holding 
the clearing agency’s securities will deliver the 
securities to or as directed by the clearing agency and 
otherwise has the financial and operational capability 
to perform its functions. Neither a clearing agency nor 
its sub-custodian would be required to deliver 
securities in contravention of any notice of levy, 
seizure, or similar notice, or order or judgment, issued 
or directed by a governmental agency or court, or 
officer thereof, having jurisdiction over such clearing 
agency or sub-custodian, which on its face affects the 
securities held for the clearing agency’s participant or, 
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in the case of a sub-custodian, 
agency .°2 


for the clearing 


The Commission believes that, in order to foster direct 
and indirect participation in registered clearing 
agencies and in a national clearing and settlement 
system, participants must be assured of the prompt 
return of their securities held by a clearing agency53 
Accordingly, in addition to providing that the clearing 
agency may not at any time refrain rom delivering a 
participant’s securities to or as directed by the 
participant, the Commission believes the rules of a 
clearing agency should provide that it is liable to the 
participant for a failure to deliver the participant’s 
securities resulting from: (a) the negligence or 
misconduct of the clearing agency, the clearing 
agency’s subcustodian or agent, or any of their 
respective agents or employees; (b) the placement, on 
fully-paid for participant’s securities or participant’s 
cash balances held by the clearing agency, of any lien or 
charge of any kind in favor of the clearing agency, the 
clearing agency’s sub-custodian or agent, or any person 
claiming through any one or more of them; (c) a larceny; 
(d) a mysterious disappearance; or (e) any other cause 
for which the clearing agency has assumed responsib- 
ility. 544The Commission would expect clearing agencies 
to ensure that the obligation of their sub-custodians and 
agents to return securities held for the clearing agencies 
would parallel the clearing agencies’ obligations to 
return securities held for participants. Also, the Com- 
mission believes that in order to encourage indirect 
participation in a national clearing and settlement 
system through clearing agencies, clearing agency 
rules should permit subrogation of any indirect 
participant to any claims its conduit direct participant 
may have against a clearing agency arising out of the 
deposit of the indirect participant’s securities. 





5*See 17 CFR 240.8c-1(g) and 17 CFR 240.15c2-1(g). 


3many of the issues involved in indirect participation 
in clearing agencies were raised in comments received 
on proposed Rule 17 CFR 270.17f-4 (‘‘Use of 
Depository Systems by Registered Management 
Companies’’) Investment Company Act Release No. 
9633 (February 7, 1977), 42 FR 8666 (February 11, 
1977). A number of commenters suggested that the 
standards of depository liability to participants for the 
return of their securities as well as the extent of 
depository liability to indirect participants should be 
explored in the context of clearing agency registration. 


54While the rules of a number of clearing agencies 
currently provide, without qualification, for the return 
to participants of securities held for them by the 
clearing agencies, the level of liability which a clearing 
agency would have for failure to return a participant’s 
securities has not been determined to date. 
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The Commission would like to receive comment on the 
level of liability which should attach to a clearing 
agency’s obligation to return securities held for its 
participants, the appropriateness of requiring that any 
level of liability assumed by a clearing agency with 
respect to its participants be paralleled by the level of 
liability assumed with respect to the clearing agency 
by its subcustodian or agent and the need to subrogate 
indirect participants in clearing agencies to the rights 
of their conduit direct participants. 


Participant Charges 


Subparagraph 17A(b)(3)(E) of the Act requires a 
determination that 


[t]he rules of the clearing agency do not impose any 
schedule of prices, or fix rates or other fees, for 
services rendered by its participants. 


The provision precludes a clearing agency from 
imposing schedules of prices or fixing minimum rates 
or charges for services which its participants render to 
others. 


Equitable Allocation of Reasonable Dues, 
Fees and Other Charges 


Subparagraph 17A(b)(3)(D) of the Act requires a 
determination that 


[t]he rules of the clearing agency provide for the 
equitable allocation of reasonable dues, fees, and 
other charges among its participants. 


Currently, in determining the fees to be charged to 
participants for clearing agency services, many 
clearing agencies consider, in addition to cost of 
services, the benefits participants receive from 
services and the need to subsidize certain services in 
order to encourage participation in a registered 
clearing agency. Accordingly, at the present time, the 
Commission is not opposed to considering clearing 
agency fee schedules as a package in determining 
whether reasonable fees have been allocated equitably 
among participants.°5 The Commission does not 





55The fee schedule must also be designed to meet the 
objectives of Subparagraph 17A)b)(3)(F) which 
requires, among other things, that the rules of a 
registered clearing agency ‘‘... foster cooperation 
and coordination with persons engaged in the 
clearance and settlement of securities transactions . . . 
[and] remove impediments to and perfect the 
mechanism of a national system for the prompt and 
accurate clearance and settlement of securities trans- 
actions” as well as carry out the other purposes of the 
Act. 








believe, however, that a clearing agency fee structure 
or individual fee may properly be a substantial burden 
on, or subsidy of, a particular category of participants. 
( Moreover, the Commission generally believes that 
fees should be based on costs of services provided. 
The Commission is inclined to take the position that 
the further a fee deviates from the cost of the service 
provided, the more imperative the non-cost factors 
claimed as justification for the deviation should be. 


To assist the Commission in identifying the effect of 
clearing agency fees and to provide clearing agency 
participants with a basis for evaluating the effect and 
appropriateness of clearing agency fees, the 
Commission is considering requiring that, prior to 
imposing any dues, fees or charges for services 
rendered to participants, clearing agencies advise 
their participants of (i) the unit cost attributable to the 
service, (ii) the basis and method used in determining 
the unit cost and (iii) an explanation of determinations 
made, and justifications used, in arriving at the fee. 


The Commission recognizes that the need to develop a 
national system may in some circumstances warrant 
clearing agency fee structures under which clearing 
agency participants in different locations are charged 
the same fees for clearing agency services regardless 
of the differences in the clearing agency’s cost of 
providing the service to different locations.5® Never- 

Drreress the Commission would like to receive 
comment on whether clearing agency participants in 
different locations should be charged the same fees for 
the same clearing agency services. For example, 
should a depository participant pay the same amount 
for a deposit made through a satellite facility as for a 
deposit made at the home office? The Commission 
would like to receive comment also on whether 
different categories of clearing agency participants 
should be charged different fees for the same services. 
For example, should registered clearing agencies 
participating in other registered clearing agencies be 
charged the same fees as other participants, or do the 
purposes of the Act, including the establishment of a 
national system, require that registered clearing 
agencies pay fees different from those charged other 
participants or pay no fees at all?5’ 





58See, e.g., Order Granting Registration and 
Statement of Reasons /n the Matter of the Application 
of the National Securities Clearing Corporation for 
Registration as a Clearing Agency, Securities 
Exchange Act Release No. 131163 (January 13, 1977). 


participants in other registered clearing agencies 
supra. 


discussion of registered clearing agencies as 


The National System 


Paragraph 17A(a(2) of the Act requires the 
Commission ‘‘to use its authority under [the Act] to 
facilitate the establishment of a national system for the 
prompt and accurate clearance and settlement of 
transactions in securities . .. in accordance with the 
findings and to carry out the objectives set forth in 
[17A(a)(1)].’’ In using its authority, the Commission is 
to have ‘‘due regard for the public interest, the 
protection of investors, the safeguarding of securities 
and funds, and maintenance of fair competition among 
brokers and dealers, clearing agencies, and transfer 
agents... .’’58 


Paragraph 17A(b)(3) of the Act provides, in part, that 
the Commission shall not grant registration as a 
clearing agency to an applicant unless the Commission 
determines that (i) the applicant is so organized and 
has the capacity to be able to facilitate the prompt and 
accurate clearance and _ settlement of securities 
transactions, 59 (ii) the applicant’s rules are designed 
to foster cooperation and coordination with persons 
engaged in securities processing and to remove 
impediments to and perfect the mechanism of a 
national system for the clearance and settlement of 
securities transactions;® and (iii) the applicant’s rules 
do not impose any burden on competition not 
necessary of appropriate in furtherance of the 
purposes of the Act.®' 


The Commission intends to review the rules of 
clearing agencies to determine whether they are 
consistent with the Act’s broad objectives. In 
connection with those objectives, the Commission 
would like to receive comment on (i) the securities 
issues which should be included in the book entry 
portion of a national clearing and settlement system 
and (ii) the extent to and manner in which registered 
clearing agency operations should facilitate settlement 
between brokers and dealers and their institutional 
customers. 


Other Matters 


Subparagraph 17A(b)(3)(F) of the Act provides that 
the rules of the clearing agency must not be designed 
‘to regulate by virtue of any authority conferred by 
[the Act] matters not related to the purposes of 





58Paragraph 17A(a)(2) of the Act. 
5°Subparagraph 17A(b)(3)(A) of the Act. 
6°Subparagraph 17A(b)(3)(F) of the Act. 
®'Subparagraph 17A(b)(3)(I) of the Act. 
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[Section 17A of the Act] or the administration of the 
clearing agency.’’ In connection with the registration 
of clearing agencies the Commission intends to review 
all clearing agency rules to ensure that they accord 
with the foregoing objective. 


In order to facilitate its review of the Registrants’ 
applications for registration, the Commission requests 
that by July 15, 1977, each Registrant update its 
application on Form CA-1 to reflect rule changes 
effected and new services initiated since the 
application was filed originally and any changes in the 
information currently included in the application which 
would be relevant to the determinations the 
Commission intends to make in connection with 
permanent registration. 


In accordance with clause (i) of subparagraph 
17A(d((3)(A) of the Act, the Commission has consulted 
and requested the views of the other appropriate 
regulatory agencies involved in the regulation of 
clearing agencies prior to publishing the proposed 
standards for the registration of clearing agencies. 


All interested persons are invited to submit written 
data, views and arguments concerning the proposed 
standardson or before July 15, 1977. Such written 
data, views and arguments will be considered by the 
Commission in formulating final standards for review 
of clearing agency applications for registration. 
Persons desiring to make written submissions should 
file three copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. $7-699. 


Copies of the applications and all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. 20006. 


* * 2 * * 


The Commission also issued an Order, pursuant to 
subsection (c) of 17 CFR 240.17Ab2-1 under the Act, 
extending until September 1, 1977, the existing 
registration of each of the Registrants and extending 
until September 1, 1977, the time for conclusion of 
proceedings pursuant to Sections 17A and 19 of the 
Act and 17 CFR 240.17Ab2-1 thereunder to determine 
whether to grant or deny the registration of each of the 
Registrants at the expiration of their existing 
registrations. A copy of that Order is attached. 


George A. Fitzsimmons 
Secretary 


June 1, 1977 
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The Registration as Clearing Agencies of 


THE DEPOSITORY TRUST COMPANY 
[File No. 600-1], ) 
BRADFORD SECURITIES PROCESSING SERVICES, | 
INC 

[File No. 600-2], 


STOCK CLEARING CORPORATION OF PHILADEL- 
PHIA 
[File No. 600-4], 


BOSTON STOCK EXCHANGE CLEARING CORPOR- 
ATION 
[File No. 600-5], 


MIDWEST SECURITIES TRUST COMPANY 
[File No. 600-7], 


THE OPTIONS CLEARING CORPORATION 
[File No. 600-8], 


MIDWEST CLEARING CORPORATION 
[File No. 600-9], 


PACIFIC SECURITIES DEPOSITORY TRUST COM- 


PANY 


[File No. 600-10], 


PACIFIC CLEARING CORPORATION 
[File No. 600-11] 


and 


TAD DEPOSITORY CORPORATION 
[File No. 600-13] 


ORDER EXTENDING UNTIL SEPTEMBER 1, 1977, 
EXISTING REGISTRATIONS OF CLEARING AGEN- 
CIES AND THE TIME FOR CONCLUDING 
PROCEEDINGS TO DETERMINE WHETHER TO 
GRANT OR DENY CLEARING AGENCY REGISTRA- 
TIONS AT THE EXPIRATION OF EXISTING 
REGISTRATIONS 


On December 1, 1975, in accordance with paragraph 
(c)(1) of 17 CFR 240.17Ab2-1 under the Securities 
Exchange Act of 1934 (the ‘‘Act’’), the Commission 
registered as clearing agencies for a period of eighteen 
months The Depository Trust Company, Bradford 
Securities Processing Services, Inc., Stock Clearing 
Corporation of Philadelphia, Boston Stock Exchange 
Clearing Corporation, Midwest Securities Trust 
Company, The Options Clearing Corporation, Midwest 
Clearing Corporation, Pacific Securities Depository 
Trust Company, Pacific Clearing Corporation, and 
TAD Depository Corporation, (hereinafter referred @ 
as the ‘‘Registrants’’). In granting registration i 























accordance with paragraph (c)(1), the Commission 
determined that the Registrants were so organized and 
had the capacity to safeguard securities and funds in 
( their custody or control or for which they were 
( responsible; the Registrants’ rules did not impose any 
schedule of prices, or fix rates or other fees, for 
services rendered by participants; and the Registrants’ 
rules assured the safeguarding of securities or funds 
which were in the custody or control of the Registrants 
or for which they were responsible. Pursuant to 
paragraph (c)(1), the Registrants were exempted, 
temporarily, from having to satisfy a number of the 
requirements as to which the Commission is directed 
to make a determination pursuant to subparagraphs 
(A) through (lI) of Section 17A(b)(3) of the Act 
(“Subparagraph (A)-(l) determinations”) 


In the case of any clearing agency registered in 
accordance with paragraph (c)(1) of 17 CFR 
240.17Ab2-1, the Commission is required, not later 
than nine months from the date such registration is 
made effective, either to grant registration in 
accordance with Sections 17A)b) and 19(a)(1) of the 
Act, without exempting the registrant from one or 
more of the Subparagraph (A) - (I) determinations, or 
to institute proceedings in accordance with Section 
19(a)(1) of the Act to determine whether registration 
should be denied at the expiration of the registration 
; period. 


On September 1, 1976, the Commission instituted 
proceedings to determine whether to grant or deny the 
registrations of the Registrants at the expiration of 
their eighteen month registrations. Those proceedings 
were instituted in order to obtain the views of 
interested persons concerning the Registrants’ 
compliance with the standards which the Commission 
is required to apply under the Act in determining 
whether to grant or deny registration to a clearing 
agency. The Commission is extending the existing 
registration of each of the Registrants and the time for 
concluding proceedings to determine whether to grant 
or deny the Registrants’ registration at the expiration 
of their existing registration in order to consider 
comments on the Commission’s proposed standards 
for making the Subparagraph (A) - (Il) determinations 
in connection with the registration of clearing agencies 
published in Securities Exchange Act Release No. 
13584 (June 1, 1977). 


IT IS ORDERED, that the Registrants’ registration as 
clearing agencies granted on December 1, 1975, be, 
and hereby are, extended until September 1, 1977 and 
that, pursuant to consents by each of the Registrants 
to extension of the date for concluding the proceedings 
g instituted on September 1, 1976, the time for 
) concluding proceedings to determine whether to grant 
or deny registration to the Registrants at the 


expiration of the existing registrations be, and hereby 
is, extended until September 1, 1977. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13585/June 1, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY CHICAGO BOARD OPTIONS EXCHANGE* 
INCORPORATED 


File No. SR-CBOE-77-10 


The Chicago Board Options Exchange, Incorporated 
(‘‘CBOE’’) submitted on May 13, 1977 a proposed rule 
change under Rule 19b-4 to amend the restricted 
options rule to require that options be restricted on 
that exchange only when such options are restricted on 
all exchanges which list such options and to provide an 
exception to the restricted options rule for those 
spread orders in which both sides are not executed 
simultaneously. 


Publication of the submission is expected to be made 
in the Federal Register during the week of June 6, 
1977. In order to assist the Commission in determining 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission 
within 30 days from the date of publication in the 
Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-CBOE-77-10. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 13586/June 1, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY AMERICAN STOCK EXCHANGE, INC. 


File No. SR-Amex-77-10 


The American Stock Exchange, Inc. submitted on May 
13, 1977 a proposed rule change under Rule 19b-4 to 
amend the restricted options rule to require that 
options be restricted on that exchange only when such 
options are required to be restricted on all exchanges 
which list such options. 


Publication of the submission is expected to be made 
in the Federal Register during the week of June 6, 
1977. In order to assist the Commission in determining 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission 
within 30 days from the date of publication in the 
Federal Register. Persons desiring to make written 
submisions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-Amex-77-10. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13587/June 2, 1977 


In the Matter of 

CHICAGO BOARD OPTIONS EXCHANGE, 
CORPORATED 

LaSalle at Jackson 

Chicago, Illinois 60604 

(SR-CBOE-75-7) 
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ORDER APPROVING PROPOSED RULE CHANGE 


On December 16, 1975, the Chicago Board Options 
Exchange, Incorporated (‘‘CBOE’’) filed with th 
Commission, pursuant to Section 19(b) of th 
Securities Exchange Act of 1934 (the ‘‘Act’’), as 
amended by the Securities Acts Amendments of 1975, 
and Rule 19b-4 thereunder, copies of a proposed rule 
change to expand its option pilot program by the 
listing of standardized put options. The Exchange will 
initially limit this listing to five classes of put options 
and will not add to the number of such classes without 
Commission approval. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 


-given by publication of a Commission Release 


(Securities Exchange Act Release No. 11972, January 
2, 1976) and by publication in the Federal Register (41 
Fed. Reg. 1822, January 12, 1976). Subsequently, the 
proposal was amended on thirteen separate 
occasions. * 


The Commission finds that the proposed rule change 
is consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national 
securities exchanges, and in particular, the 
requirements of Section 6 and the rules and 
regulations thereunder. 


\ 
y 


IT 1S THEREFORE ORDERED, pursuant to sectio D 


19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13588/June 2, 1977 


In the Matter of 
MIDWEST STOCK EXCHANGE, INCORPORATED 


120 South LaSalle Street 
Chicago, IIlinois 60603 





“The first four amendments were submitted between 
January 12, 1976 and May 25, 1976. Amendments 
numbered five through thirteen were submitted on 
June 7, 1976; June 24, 1976; August 23, 1976; 


1977; February 1, 1977; February 23, 1977; and Apr 
21, 1977, respectively. 


November 16, 1976; December 29, 1976; January @) 
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(SR-MSE-76-26) 
RDER APPROVING PROPOSED RULE CHANGE 


On December 10, 1976, the Midwest Stock Exchange, 
Incorporated filed with the Commission, pursuant to 
Section 19(b) of the Securities Exchange Act of 1934 
(the ‘‘Act’’), as amended by the Securities Acts 
Amendments of 1975, and Rule 19b-4 thereunder, 
copies of a proposed rule change to expand its option 
pilot program by the listing of standardized put 
options. The Exchange will initially limit this listing to 
five classes of put options and will not add to the 
number of such classes without Commission approval. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 13099, 
December 22, 1976) and by publication in the Federal 
Register (42 Fed. Reg. 909, January: 4, 1977). This 
proposal was amended by four separate amendments 
submitted on January 10, 1977; May 12, 1977; May 27, 
1977; and May 31, 1977, respectively. 


The Commission finds that the proposed rule change 
is consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national 
securities exchanges, and in particular, the 
requirements of Section 6 and the rules and 
regulations thereunder. 


IT 1S THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved. 

By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13589/June 2, 1977 


In the Matter of 

PACIFIC STOCK EXCHANGE INCORPORATED 

618 South Spring Street 

Los Angeles, California 90014 

(SR-PSE-76-8) 

ORDER APPROVING PROPOSED RULE CHANGE 
On February 13, 1976, the Pacific Stock Exchange 


Incorporated (‘‘PSE’’) filed with the Commission, 
pursuant to Section 19(b) of the Securities Exchange 


Act of 1934 (the ‘‘Act’’), as amended by the Securities 
Acts Amendments of 1975, and Rule 19b-4 
thereunder, copies of a proposed rule change to 
expand its option pilot program by the listing of 
standardized put options. The Exchange will initially 
limit this listing to five classes of put options and will 
not add to the number of such classes without 
Commission approval. ; 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act (‘‘SEA’’) Release No. 12508, 
June 3, 1976) and by publication in the Federal 
Register (41 Fed. Reg. 23799, June 3, 1976). This 
proposal was amended by three separate amendments 
submitted on March 19, 1976; July 6, 1976; and April 
22, 1977, respectively.* 


The Commission finds that the proposed rule change 
is consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national 
securities exchanges, and in particular, the 
requirements of Section 6 and the rules and 
regulations thereunder. 


IT 1S THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13590/ June 2, 1977 


In the Matter of 

PACIFIC STOCK EXCHANGE INCORPORATED 
618 South Spring Street 

Los Angeles, California 90014 

(SR-PSE-77-11) 


ORDER APPROVING PROPOSED RULE CHANGE 





*The Commission has approved today a separate and 
related filing of the PSE (SR-PSE-77-11) which amends 
the Exchange’s: position limit rule by providing 
aggregate maximum limits for certain combinations of 
put and call options on the same underlying security. 
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On April 28, 1977, the Pacific Stock Exchange 
Incorporated (‘‘PSE’’) filed with the Commission, 
pursuant to Seciton 19(b) of the Securities Exchange 
Act of 1934 (the ‘‘Act’’), as amended by the Securities 
Acts Amendments of 1975, and Rule 19b-4 
thereunder, copies of a proposed rule change which 
establishes new maximum position limits for both put 
and call options. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 13561, May 20, 
1977) and by publication in the Federal Register (42 Fed. 
Reg. 27359, May 27, 1977). 


The Commission finds that the proposed rule change 
is consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national 
securities exchanges, and in particular, the 
requirements of Section 6 and the rules and 
regulations thereunder. 


The Commission finds good cause for approving the 
proposed rule change prior to the thirtieth day after 
the date of publication of notice of filing thereof in that 
it will permit uniform position limits among exchanges 
which have been authorized to list standardized put 
options. * 


IT IS THEREFORE ORDERED PURSUANT TO 
Section 19(b)(2) of the Act, that the above-mentioned 
proposed rule change be, and it hereby is, approved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13591/June 2, 1977 


In the Matter of 

PHILADELPHIA STOCK EXCHANGE, INC. 
17th Street and Stock Exchange Place 
Philadelphia, Pennsylvania 19103 


(SR-PBW-76-10) 





“Substantively identical position limit rules are being 
approved for such exchanges effective June 3, 1977. 
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ORDER APPROVING PROPOSED RULE CHANGE 


On March 19, 1976, the Philadelphia Stock Exchange 
Inc. filed with the Commission, pursuant to sectiod)} 
19(b) of the Securities Exchange Act of 1934 (the 
‘‘Act’’), aS amended by the Securities Acts 
Amendments of 1975, and Rule 19b-4 thereunder, 
copies of a proposed rule change to expand its option 
pilot program by the listing of standardized put 
options. The Exchange will initially limit this listing to 
five classes of put options and will not add to the 
number of such classes without Commission approval. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 12233, April 12, 
1976) and by publication in the Federal Register (41 
Fed. Reg. 16535, April 19, 1976). This proposal was 
amended by six separate amendments submitted on 
June 23, 1976; February 16, 1977; April 18, 1977; 
April 21, 1977; May 18, 1977; and June 1, 1977, 
respectively. 


The Commission finds that the proposed rule change 
is consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national 
securities exchanges, and in particular, the 
requirements of Section 6 and the rules "@)) 


regulations thereunder. 

IT 1S THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13592/ June 2 1977 


In the Matter of 

AMERICAN STOCK EXCHANGE, INC. 

86 Trinity Place 

New York, New York 10006 

(SR-Amex-76-11) 

ORDER APPROVING PROPOSED RULE CHANGE 

On March 11, 1976, the American Stock Exchange) 


Inc. filed with the Commission, pursuant. to Sectio 
19(b) of the Securities Exchange Act of 1934 (the 



































‘*Act’’), as amended by the Securities Acts 
Amendments of 1975, and Rule 19b-4 thereunder, 
copies of a proposed rule change to expand its option 
pilot program by the listing of standardized put 
options. The Exchange will initially limit this listing to 
five classes of put options and will not add to the 
number of such classes without Commission approval. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 12231, March 
18, 1976) and by publication in the Federal Register 
(41 Fed. Reg. 12368, March 25, 1976). This proposal 
was amended by five separate amendments submitted 
on June 28, 1976; December 8, 1976; January 12, 
1977; May 2, 1977; and June 2, 1977, respectively. 


The Commission finds that the proposed rule change 


is consistent with the requirements of the Act and the. 


rules and regulations thereunder applicable to national 
securities exchanges, and in particular, the 
requirements of Section 6 and the rules and regulations 
thereunder. 


IT 1S THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved. 

By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13593/June 2, 1977 


In the Matter of 


AMERICAN STOCK EXCHANGE, Inc. 
86 Trinity Place 
New York, New York 10006 


(SR-AMEX-75-15) 
ORDER APPROVING PROPOSED RULE CHANGE 


On December 23, 1975, the American Stock Exchange, 
Inc. filed with the Commission, pursuant to Section 
19(b) of the Securitiés Exchange Act of 1934 (the 
‘*Act’’), as amended by the Securities Acts 
Amendments of 1975, and Rule 19b-4 thereunder, 
copies of a proposed rule change. The rule change 
would establish a new class of memberships to be 
known as options principal members (‘‘OPM’s’’) to 


trade solely in options for their own accounts, subject 
to certain obligations. 


Notice of the proposed rule change was given by 
publication of a Commission release (Securities 
Exchange Act Release No. 11987 (January 7, 1976)) 
and notice together with the terms of substance of the 
proposed rule change was given by publication in the 
Federal Register (41 Fed. Reg. 2291 (January 15, 
1976)). 


The Commission finds that the proposed rule change 
is consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national 
securities exchanges, and, in particular, the 
requirements of Section 6 of the Act and the rules and 
regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change filed 
with the Commission on December 23, 1975, be, and it 
hereby is, approved. 


By the Commission. 


George A. Fitzsimmons 
Secretary 








PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Rel. No. 20039/May 26, 1977 


In the Matter of 
NEW ENGLAND POWER COMPANY 


NEW ENGLAND ELECTRIC SYSTEM 
Westborough, Massachusetts 01581 


(70-5896) 


MEMORANDUM OPINION AND ORDER AUTHORIZ- 
ING PROPOSED SALE OF UTILITY ASSETS AND 
DENYING REQUEST FOR HEARING 


New England Electric System (“NEES”), a registered 
holding company, and New England Power Company 
(‘‘NEPCO’’), one of NEES’s electric utility subsidi- 
arles, have filed a declaration, and amendments 
thereto, with this Commission pursuant to Section 
12(d) of the Public Utility Holding Company Act of 
1935 (‘‘Act’’) and Rules 44 and 62 promulgated 
thereunder regarding the following proposed transac- 
tion. 
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NEPCO proposes to seil to Fitchburg Gas and Electric 


Light Company (“FG&E”), a company not affiliated 


with NEPCO or NEES, certain electric facilities located 


in Fitchburg, Massachusetts. The facilities include two | 


substations, 69 kv lines, 13.8 kv lines and related 
equipment. Prior to 1972, NEPCO utilized the facilities 
to provide primary wholesale electric service to FG&E. 
This service was discontiniued in 1972, and since then 


the facilities have been used for the transmission to | 


FG&E under contract of an entitlement of power from 
Boston Edison Company and to serve six NEPCO 
industrial customers (“customers”). In view of such 
limited use by NEPCO and a desire by FG&E to 
incorporate the facilities as part of its system, NEPCO 
and FG&E have entered into an agreement for the sale 
of the facilities to FG&E. 


The agreement has been executed, subject to 
necessary stockholder and relulatory approvals, under 
which NEPCO will transfer to FG&E the facilities and 
associated property and rights-of-way. FG&E has 
agreed to purchase the facilities for a price equal to net 
book value (defined as original cost, about $1,730,000, 
less depreciation accrued to the date of transfer) plus 
$69,000 covering the use of the facilities by FG&E prior 
to the effective sales date. On December 31, 1975, the 
facilities had a net book value of approximately 
$1,240,000. Under the agreement, FG&E will assume 
responsibility for serving the six industrial customers 
presently served by NEPCO The agreement also 
provides, among other things, that the parties will con- 
tract for the sale by NEPCO to FG&E of capacity and 
energy in an amount sufficient to provide service to the 
industrial customers. 


NEPCO states that the facilities are no longer useful to 
NEPCO. The power contract with FG&E is expected to 
replace until 1980 the annual net revenues from the 
present service. Relief from this load in 1980 is 
considered an advantage in .view of the projected 
demand in its primary service territory at that time and 
thereafter. And the proceeds realized from the sale will 
be used for NEPCO’s construction program. 


Notice of the proposed sale was published on 
September 16, 1976 (HCAR No. 19684). On October 5, 
1976, three of the industrial customers requested a 
hearing on the proposed transaction. They stated that 
they might be adversely affected by the sale. They 
questioned whether NEPCO had fully considered the 
economic effect of the sale on its costs and revenues 
and facilities to Massachusetts Electric Company 
(“MEC”), an associate company of NEPCO, or that the 
industrial customers might form a cooperative to buy 
them. Also they contended that the sale would lessen 
competition. 


On November 29, 1976, the Massachusetts Department 
of Public Utilities (‘‘Department’’) issued an order ap- 
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proving the sale of the facilities in a proceeding in 
which the customers were participants. The Depart- 
ment found that the sale would be In the interest of al 
existing FG&E customers, including the six industri 
customers. It further found that the sale would be in 
the interest of NEPCO in that the facilities are 
underutilized by NEPCO and it was uneconomic for 
NEPCO to retain them for the limited purpose of 
serving these customers. The Department, not this 
Commission, is responsible for utility service in its 
State and its decision does not conflict in any way with 
the Act we administer. 


By the letter of March 17, 1977, the three customers 
stated that FG&E had recently filed for a rate increase 
before the Department. They suggest that the 
proposed sale should be evaluated in the context of the 
rate schedules sought by FG&E. Rates are peculiarly 
within the jurisdiction of the Department, which is the 
forum to consider any objections the customers may 
have to FG&E’s tariffs. The Department’s order, supra, 
so found. 


NEPCO and MEC are associate companies owned by 
NEES and operated as an integrated system. NEPCO is 
primarily engaged in generation and transmission and 
MEC in retail distribution. The subject facilities were 
used principally for wholesale delivery of energy to an 
independent utility comapny, and so are owned 


bay 
NEPCO. They are outside of MEC’s service territon)) 


A transfer between the two subsidiaries would serve no 
substantive purpose and is not an alternative which re- 
quires consideration. 


The suggestion that the facilities could be sold to a 
cooperative is equally irrelevant, since no cooperative 
has expressed interest in such acquisition. We have a 
proper agreement of sale before us and no reason to re- 
fuse to authorize it because of a bare possibility that 
the objecting customers might be able to create an 
alternative purchaser and that the purchaser, if created, 
might be willing and able to make an alternative offer. 


The transfer of utility facilities from one utility 
comapny to another ordinarily involves a concurrent 
transfer of customers. The retail distribution of 
electricity is essentially monopolistic. This is a primary 
reason for the regulation by the Commonwealth of 
Massachusetts of rates, franchise areas and the 
transfer of ownership of such facilities. It is in this 
context that the characterization of NEPCO’s decision 
to cease service to six customers in FG&E’s service 
area as tending to lessen competition must be viewed. 


The Massachusetts Department has found that NEPCO 
has been unable to make full use of the subject 


facilities since 1972, when FG&E terminated '@) 
reliance on wholesale power from NEPCO. It found thaw 


their acquisition by FG&E and incorporation in to its 





























plant would provide greated flexibility in the 
development and operation of FG&E’s distribution sys- 
j m in the western part of its franchise area and defer 

r eliminate the need for FG&E to add alternate 
facilities to serve its other customers in that area. It 
concluded that the transfer was in the public interest 
and in the interests of FG&E’s customers. 


The Act we administer does not call for a review or 
rehearing of such a determination of the state commis- 
sion having jurisdiction. The request for hearing will be 
denied. 


By order dated November 19, 1976 (HCAR No. 19762) 
issued in this proceeding, NEPCO was authorized to 
solicit proxies for approval of the proposed transac- 
tion. The shareholders of both NEPCO and FG&E have 
approved the transaction. The Massachusetts 
Department of Public Utilities and the Federal Power 
Commission are the only other state or federal 
commissions having jurisdiction. Both have authorized 
the transaction. 


NEPCO estimates the fees and expenses to be incurred 
at $9,500. which seem reasonable. We find that the 
applicable standards of the Act and of the rules 
thereunder are satisfied and that it is appropriate, in 
the public interest and in the interests of the investors 
o« consumers, that NEPCO’s declaration, as 
mended, be permitted to become effective: 


IT |S ORDERED that said declaration, as amended, be, 
and it hereby is permitted to become effective 
forthwith, subject to the terms and conditions 
prescribed in Rule 24, and that the jurisdiction 
previously reserved in our order authorizing the 
solicitation of proxies, supra, be, and hereby is, 
released. 


IT iS FURTHER ORDERED that the request for hearing 
be, and it hereby is, denied. 


By the Commission. 


George A. Fitzsimmons 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Rel. No. 20050/May 26, 1977 


9: the Matter of 
NEW ENGLAND ELECTRIC SYSTEM 
Westborough, Massachusetts 01581 


(70-6002) 


ORDER AUTHORIZING ISSUE AND SALE OF UN- 
SECURED NOTE TO INSURANCE COMPANY 


New England Electric System (‘‘NEES’’), a registered 
holding company, has filed a declaration, and an 
amendment thereto, with this Commission pursuant to 
Sections 6(a), 7, 9(a) and 10 of the Public Utility 
Holding Company Act of 1935 (‘‘Act’’) and Ruies 42 
and 50 (a)(2) promulgated thereunder regarding the 
following proposed transaction. 


NEES proposes to issue its note (‘‘Note’’) for cash in 
the principal amount of $27,500,000 to John Hancock 
Mutual Life Insurance Company (‘‘Hancock’’). The 
Note will be issued pursuant to an agreement 
(‘‘Agreement’’) between NEES and Hancock, will 
mature ten years from date of issue, and will bear 
interest at the rate of 8-5/8% per annum from the date 
of issue to maturity. The Agreement will provide for 
an annual sinking fund of $2,000,000 beginning at the 
end of the second year. The Note will be issued on 
May 31, 1977, and may not be refunded by NEES 
during the first five years from the proceeds of bor- 
rowings at a lower effective interest cost to NEES or 
with a weighted average life to maturity less than that 
remaining on the Note at the time of refunding. 
Subject to this requirement the Note may be prepaid 
by NEES at any time upon payment of a premium in 
an amount equal to a decreasing percentage of the 
principal amount. The Agreement will also contain 
covenants regarding, among other things, additional 
indebtedness of NEES, funds from which dividends 
may be paid, retention by NEES of the common stock 
of its principal subsidiaries, and retention by such sub- 
sidiaries of their properties. 


Proceeds from the issue and sale of the Note will be 
applied to pay at maturity $27,500,000 aggregate prin- 
cipal amount of NEES Debentures, 3-14% series, due 
June 1, 1977. The Indenture concerning said De- 
bentures requires NEES to deposit funds for such pay- 
ment with the trustee one day prior to maturity date. 


No state commission and no federal commission, other 
than this Commission, has jurisdiction over the pro- 
posed transaction. Fees and expenses to be incurred in 
connection with the proposed transaction are 
estimated at $37,000, including legal fees of $20,000, 
and certain services to be performed at cost by New 
England Power Service Company (an affiliate of 
NEES), which services are estimated at $15,000. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 pro- 
mulgated under the Act (HCAR No. 19990), and no 
hearing has been requested of or ordered by the Com- 
mission. Upon the basis of the facts in the record, it is 
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hereby found that the applicable standards of the Act 
and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is ap- 
propriate in the public interest and in the interest of 
investors and consumers that said declaration, as 
amended, be permitted to become effective: 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration. 
as amended, be, and it hereby is, permitted to become 
effective forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Re- 
gulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20051/May 27, 1977 


In the Matter of 
THE COLUMBIA GAS SYSTEM, INC. 


THE COLUMBIA ALASKAN GAS TRANSMISSION 
CORPORATION 

20 Montchanin Road 

Wilmington, Delaware 19807 


(70-5513) 


NOTICE OF POST-EFFECTIVE AMENDMENT 
REGARDING PARTICIPATION BY GAS _ TRANS- 
MISSION COMPANY IN ARCTIC GAS VENTURE 


NOTICE IS HEREBY GIVEN that the Columbia 
Alaskan Gas Transmission Corporation (‘‘Columbia 
Alaskan”), anonutility gas transportation subsidiary of 
the Columbia Gas System, Inc. (“Columbia”), a 
registered holding company, has filed a post-effective 
amendment to a previously amended application-dec- 
laration with this Commission pursuant to Sections 9 
and 10 of the Public Utility Holding Company Act of 
1935 (‘‘Act’’) as applicable to the proposed 
transaction. All interested persons are referred to the 
post-effective amendment, which is summarized 
below, for a complete statement regarding the 
proposed transaction. 


Columbia Alaskan was incorporated in 1974 by Colum- 
bia to participate in projects for development of proven 
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gas reserves in the Arctic regions of Alaska and 
Canada and to transport any gas produced to markets 
in the United States. By order dated August 16, 1974 
(HCAR No. 18534), the Commission authorize 
Columbia Alaskan to issue and Columbia to acquire up 
to 40,000 shares of Columbia Alaskan’s common stock, 
$25 par value. The Commission also authorized Colum- 
bia Alaskan To participate in the Northern Border 
Pipeline Company General Partnership Agreement 
(‘Northern Agreement’’) with five other companies, 
as partners, and apply the proceeds from the sale of 
its common stock to the capital of the partnership to 
finance the Northern Border Project. The Northern 
Border Project represents the third and final stage of 
the overall pipeline project, extending through the 
United States to a terminal near Delmont, Pennsyl- 
vania. 


Columbia Alaskan has now entered into the Alaskan 
Arctic Gas Pipeline, Company General Partnership 
Agreement (‘‘Alaskan Agreement’’) with seven other 
companies, pursuant to which gas will be transported 
over the first leg of the overall pipeline project 
extending from the North Slope of Alaska to the 
Alaskan-Canadian border. This is the first step of the 
Gas Arctic Project, which represents the overall 
undertaking of the partners to deliver gas from the 
Arctic regions of Canada and Alaska to markets in the 
United States. A proposal by Columbia Alaskan to 
participate in a venture for transporting gas through 
Canada, the second step of the Gas Arctic Project, will 
be the subject of a further post-effective amendment 
to this application-declaration. 


The Alaskan Agreement, like the Northern Agree- 
ment, among other things, that Columbia Alaskan’s 
obligations thereunder are contingent upon Commis- 
sion approval and that it will contribute its share to the 
capital requirements of the partnership over a period 
of years. Columbia Alaskan’s contributions to the 
partnership will be made from proceeds from the sale 
of its common stock to Columbia which has previously 
been authorized. Any additional capital contributions 
will be the subject of further applications to this 
Commission. The partnership will be succeeded, 
pursuant to the terms of the Alaskan Agreement, by 
the Alaskan Gas Transmission Company (‘‘Alaskan 
Company’’), a corporation to be organized under the 
Alaskan law to take over the assets and obligations of 
the partnership. The Alaskan Company will issue 
shares to the partners in consideration for the transfer 
of the partnership business in proportion to each 
partner’s respective interest in the partnership, as de- 
fined in the Alaskan Agreement. 


The fees, commissions and expenses paid or incurred 
in connection with the proposed transaction, 
exclusive of filing fee, totals $3,000. It is stated that 
no State or Federal commission, other than this 
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Commission, 
transaction. 


has jurisdiction over the proposed 


OTICE IS FURTHER GIVEN that any interested 
person may, not later than June 21, 1977, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by said 
post-effective amendment which he desires to 
controvert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. A 
copy of such request should be addressed personally 
or by mail upon the applicants-declarants at the above- 
stated address, and proof of service (by affidavit or, in 
case of an attorney-at-law, by certificate) should be 
filed with the request. At any time after said date, the 
post-effective amendment, as filed or as it may be 
amended, may be granted and permitted to become 
effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if 

oe and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Rel. No. 20052/ May 27, 1977 


In the Matter of 


APPALACHIAN POWER COMPANY 
Roanoke, Virginia 24009 


INDIANA & MICHIGAN ELECTRIC COMPANY 
Fort Wayne, Indiana 46801 


KENTUCKY POWER COMPANY 
pe Kentucky 41101 







KINGSPORT POWER COMPANY 
Roanoke, Virginia 24009 


MICHIGAN POWER COMPANY 
Three Rivers, Michigan 49093 


OHIO POWER COMPANY 
Canton, Ohio 44702 


WHEELING ELECTRIC COMPANY 
Wheeling, West Vriginia 26003 


(70-5992) 


ORDER AUTHORIZING ACQUISITION OF EVI- 
DENCES OF INDEBTEDNESS FROM RESIDENTIAL 
ELECTRIC UTILITY CUSTOMERS PURSUANT TO A 
RESIDENTIAL INSULATION FINANCING PROGRAM 
SEC DOCKET, DP, 6-4, MS 344 Galley PU- 6 
The above-named electric utility subsidiary companies 
of American Electric Power Company, Inc., a regis- 
tered holding company, (collectively, the ‘‘Appli- 
cants’’), have filed an application with this 
Commission pursuant to Sections 9(a) (1) and 10 of the 
Public Utility Holding Company Act of 1935 (‘‘Act’’) 
and Rule 40 promulgated thereunder regarding the 
following proposed transaction. 


Applicants jointly and severally request authorization 
for the acquisition of evidences of indebtedness from 
their respective residential electric utility customers 
pursuant to a proposed Residential Insulation Finan- 
cing Program (“Program”). It is stated that under the 
Program, Applicants will offer to lend to each of their 
residential electric utility customers amounts for the 
installation of insulation in one-to-four-family resi- 
dences. In return for such a loan, the customer would 
be required to execute a promissory note payable to 
the appropriate Applicant. Such financing commitment 
to any single customer, limited to the lesser of $750 
or the customer’s actual installed cost of installation, 
will have a maximum repayment period of three years 
and an annual rate of interest of 8% on the monthly 
unpaid balance. No interest charge will be made if the 
customer repays the loan in full within ninety days. 


It is stated that the financing commitment fo each 
customer will be subject to credit by the appropriate 
Applicant. Following credit approval, the customer 
will be so notified, and advised as to the most 
appropriate insulation. The customer will make his 
own arrangements as to actual purchase and 
installation of the insulation. The installed cost of the 
insulation will be the amount actually paid by the 
customer for materials and installation. Where the 
customer self-installs the insulation, the actual 
installed cost will be the amount paid for materials. 
When the installation has been completed, the 
customer will advise the Applicant’s representative, 
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who will then view the premises to ascertain the com- 
pletion. The representative will make no judgment as to 
quality of the installation. Upon this field inspection 
and receipt of the customer’s invoices, the Applicant 
and the customer will execute a Program loan 
agreement and the customer will be issued a check in 
the amount agreed upon and a coupon repayment 
book. 


It is stated that the maximum aggregate amount of 
loans outstanding at any one time from all the 
Applicants combined will not exceed $7,500,000. The 
maximum amount of loans outstanding at any one time 
from each individual Applicant will be as follows: 


Applicant Amount 
Appalachian Power Company $2,620,000 
Indiana & Michigan Electric Company 1,700,000 
Kentucky Power Company 500,000 
Kingsport Power Company 130,000 
Michigan Power Company 100,000 
Ohio Power Company 2,300,000 
Wheeling Electric Company 150,000 

$7,500,000 


The Program is to be financed by each Applicant indi- 
vidually with its own funds or through its normal 
short-term financing program. It is stated that the 
program is proposed in view of the energy crisis and 
the impact of this crisis on Applicants and their 
customers’ residential bills for electric energy. It is 
further stated that the Program will serve as a means 
of curtailing the rate of growth in electric energy 
comsumption so as to avoid the necessity of 
construction of power plants and transmission and dis- 
tribution facilities sooner than anticipated. 


The fees and expenses to be incurred in connection 
with the proposed transaction are estimated at $2,500, 
and the annual cost of implementing the Program, 
including advertising and additional personnel, is 
estimated to be approximately $400,000 for all the 
Applicants combined. No state commission and no 
federal commission, other than this Commission, has 
jurisdiction over the proposed acquisition of 
customers’ notes, except that several state commis- 
sions will, in the exercise of their general regulatory 
authority, pass upon and approve the _ general 
provisions of the Program. 


Due notice of the filing of said application has been 
given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 20015), and no 
hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the record, 
it is hereby found that the applicable standards of the 
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Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is 


investors and consumers that said application be 
granted: 


appropriate in the public interest and in the interest -@ .- 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder that said applicaton 
be, and it hereby is, granted, effective forthwith, 
subject to the terms and conditions prescribed in Rule 
24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Rel. No. 20053/May 27, 1977 


In the Matter of. 


ARABIAN AMERICAN OIL COMPANY 
New York, New York 


(31-759) 


ORDER PURSUANT TO SECTIONS 2(a) (3) (A); 3(a) 
(5) 


Arabian American Oil Company (‘‘Aramco’’), a 
Delaware ‘corporation, has filed an application with 
this Commission pursuant to Sections 2(a)(3), 2(a)(7) 
and 3(a)(5) of the Public Utility Holding Company Act 
of 1935 (“Act”). Aramco was originally formed in 1933 
and has become one of the largest oil companies in the 
world in terms of oil production. The outstanding capi- 
tal stock of Aramco is presently owned by subsidiaries 
of four United States corporations (“Owner Compa- 
nies”) as follows: 


Exxon Corporation 29 3% 
Standard Oil Company of California 29 14% 
Texaco Inc. 29 42% 
Mobil Corporation 12% 


Aramco is engaged in the exploration for, 


and, 
production and refining of, hydrocarbons within @ 


Arabia. Aramco’s gross production of crude oil in 1976 
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\ ramco states its belief that it is entitled to an order, 


was 3,053,886,653 barrels, or 8,343,953 barrels per 
day, and the amount of crude oil refined and natural 


33,743 barrels per day. It presently operates electri- 
cal generating facilities with a capacity of 1,015 
megawatts. 


€ gas liquid processed was 231,949,969 barrels, or 


Aramco expects to transfer all of its electrical 
transmission facilities and about three-fourths of its 
electrical generation facilities, all of which are located 
wholly in Saudi Arabia, to a Saudi corporation to be 
formed and called Saudi Consolidated Electric 
Company (‘‘SCECO’’). In exchange for the facilities 
transferred, Aramco will receive and hold voting 
shares of SCECO stock with a value equal to the full 
net book value of such facilities at the time of transfer. 
The SCECO shares held by Aramco constitute more 
than 10% of SCECO’s equity. Such shares will not be 
transferable except as described below. After an 
interim period, the SCECO shares held by Aramco will 
be sold to the Saudi Arabian Government (“SAG”), or 
an entity wholly owned by SAG, for cash equal to the 
value of such shares. While no date for the sale of 
SCECO shares has been set, it is hoped that the sale 
can occur within approximately one year. At no time 
will Aramco have any responsibility whatsoever for 
capital requirements of SCECO or for any 
indebtedness Incurred by SCECO or any deficiency in 


Deciiee operating funds. Following the transfer of its 


acilities, Aramco will constitute the principal 
purchaser of electric power from SCECO. 


The 262 megawatts of generating capacity retain by 
Aramco will be used primarily to supply power for 
petroleum operations at the existing petroleum 
facilities, though some power generated will also be 
supplied, as-in the past, to Aramco employees assocci- 
ated with such facilities and their families. 


Aramco does not plan to sell any power generated by 
the retained generating facilities, though these facili- 
ties will be connected to the national power grid, and 
shortages and/or surpluses of power at various places 
in the national power grid system may result from time 
to time in sales of power by Aramco from the retained 


facilities, purchases of power by Aramco at the sites of 


petroleum operations normally served by the retained 
facilities or exchanges of power with the SCECO 
system. 


Aramco, by agreement with SCECO, will service, 
maintain and operate the transferred facilities as well 
as facilities to be built by SCECO and facilities of other 
parties which may thereafter be transferred to 
SCECO, and supervise development and expansion of 
the SCECO power system. 


as provided in Section 2(a) (3), declaring it not to be an 


electric utility company as defined in Section 2(a) (3) of 
the Act. Section 2(a)(3)(A) authorizes the Commission, 
by order, to declare a company not to be an electric 
utility company where the Commission finds that such 
company is primarily engaged in one or more nonutility 
business and “by reason of the small amount of 
electric energy sold by such company”, it is not 
necessary to hold the company to its status as an 
electric utility company. Aramco’s sales of power are 
wholly incidental to its business of producing and 
refining petroleum and are limited to surplus power 
furnished in support of small communities near 
Aramco’s area of operations. Aramco’s sales of surplus 
electric power currently constitute less than 1.75% of 
its total power production and less than 0.0018% of its 
gross revenues. 


Aramco’s ownership of upwards of 10% of SCECO’s 
equity makes it a holding company within Section 2(a) 
(7). Aramco, therefore, requests an order pursuant to 
Section 3(a) (5), exempting it from all provisions of the 
Act inasmuch as neither it nor its subisdiary, SCECO, 
is a ‘‘company the principal business of which within 
the United States is that of a public-utility company’’. 


A notice of filing was duly issued (HCAR No. 19939) 
and no hearing has been requested of or ordered by 
the Commission. Upon the basis of the facts in the re- 
cord it is hereby found that the requirements of 
Sections 2(a) (3) (A) and 3(a) (5) of the Act are met and 
the granting of the orders applied for will not be detri- 
mental to the public interest or the interest of inves- 
tors or consumers. 


IT 1S ORDERED, accordingly, that, effective forthwith 
Aramco is not to be deemed an electric utility as 


‘defined in Section 2(a) (3) of the Act. 


IT IS FURTHER ORDERED, that, effective forthwith, 
Aramco hereby is exempted from all provisions of the 
Act pursuant to Section 3(a) (5) but not Section 9(a) 
(2). The exemption herein granted does not extend to 
Aramco as a holding company with respect to any 
other public utility company that may in the future 
become a subsidiary of Aramco. 


For the Commisson, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Rel. No. 20054/May 27, 1977 


In the Matter of 


OHIO EDISON COMPANY 
Akron, Ohio 44308 


PENNSYLVANIA POWER COMPANY 
New Castle, Pennsylvania 16103 


(70-5979) 


ORDER APPROVING PROPOSED SALE OF UTILITY 
ASSET 


Ohio Edison Company (‘‘Edison’’), a registered hold- 
ing company and Pennsylvania Power Company, 
(‘‘Penn Power’’), its electric utility subsidiary, have 
filed an application-declaration and amendments 
thereto with this Commission pursuant to Sectons 9(a) 
(1), 10, 12(b) and 12(d) of the Public Utility Holding 
Company Act of 1935 (‘‘Act’’) and Rule 43 promul- 
gated thereunder regarding the following proposed 
transaction. 


In September 1967, Edison, Penn Power, Duquesne 
Light Company (‘‘Duquesne’’), the Cleveland Electric 
Illuminating Company and The Toledo Edison 
Company, known as the Central Area Power 
Coordination Group (‘‘CAPCO’’), announced a 
program for the joint development of power generation 
and transmission facilities. Among other units, the 
program currently contemplates two nuclear genera- 
ting units (each having an expected ultimate capability 
of 885,000 KW) at the Beaver Valley Station near 
Shippingport, Pennsylvania. The first of these units 
(‘Unit No. 1’’) went into limited commercial operation 
in September 1976. The other unit (‘‘Unit NO. 2’’) is 
now under construction and is currently expected to 
begin commercial operation in 1982. Edison, Penn 
Power and Duquesne own Unit No. 1 as tenants in 
common with Edison’s and Penn Power’s undivided 
interests being 35% and 17.5% respectively. 


Pursuant to a Construction Agreement dated 
December 5, 1975 among the CAPCO companies, Unit 
No. 2 is being designed and installed by Duquesne, as 
agent, and is currently owned by all the CAPCO 
Companies as tenants in common with undivided 
interests, Edison owning 35.60% and Penn Power 
owning 6.28% of the unit. Construction, administra- 
tive, and other costs related to the construction of Unit 
No. 2 have been and are to be paid by the CAPCO 
companies in proportion to their respective ownership 
interests. 
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Edison seeks to acquire Penn Power’s ownership 
interest in Unit No. 2, thereby resulting in its owning 
an undivided 41.88% interest in the unit. 


As promptly as possible Edison proposes that (1) nen 


Power will convey to Edison all of Penn Power’s right, 
title and interest in Unit No. 2, including Penn 
Power’s interest in nuclear fuel purchased for Unit No. 
2 and Penn Power’s interest allocable to Unit No. 2 in 
facilities common to Unit No. 2 and one or more units 
at the site and (2) Edison will pay Penn Power an 
amount equal to all book costs, including the 
allowance for funds used during construction, which 
Penn Power has then incurred with respect to the 
property conveyed (estimated to be approximately 
$15,500,000 at March 31, 1977). In order to effect the 
proposed transaction, the CAPCO companies will 
execute amendments to construction and operating 
agreements among them relating to Unit No. 2, and 
Edison will assume all future obligations with respect 
to the entire 41.88% undivided interest. Other 
agreements between CAPCO companies will be 
modified only where necessary to indicate the revised 
ownership interest of Edison in Unit No. 2. 


Penn Power will apply the proceeds of the sale to con- 
tinue its ongoing construction program, to reduce 
short-term debt incurred to meet requirements of such 
program, and to reimburse its treasury in part for 


monies expended for the construction of new faciitie@)) 


and the betterment of existing facilities. 


In connnection with the construction of Unit No. 1 and 
Unit No. 2, certain equipment was or is being installed 
for pollution control purposes. In order to help finance 
Penn Power’s share of the cost of such equipment, the 
Beaver County Industrial Development Authority 
issued pollution control revenue bonds (the ‘‘Revenue 
Bonds’’) in an aggregate principal amount of 
$4,500,000. The proceeds of the Revenue Bonds (the 
‘*Proceeds’’) were deposited in an escrow account and 
may be used only for costs related to the construction 
of, and financing for, such pollution control 
equipment. Penn Power has delivered its secured note 
(the ‘‘Series A Note’’) to the trustee under the 
indenture pursuant to which the Revenue Bonds were 
issued, and payments under the Series A Note are 
designed to provide sufficient funds in the hands of 
such trustee so as to permit payments of principal, 
interest and premium, if any, to be made on the 
Revenue Bonds when due. 


As of December 31, 1976, $442,000 of the Proceeds 
had not been spent, and it may be that at the time of 
the transfer of Penn Power’s interest in Unit No. 2 to 
Edison there will still be Proceeds remaining. if this is 


the case and if Penn Power does not have “acitice@)) 


unpaid expense relating to pollution control facilitie 
for Unit No. 1 to exhaust such Proceeds, it is proposed 
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that the remaining Proceeds will be applied toward the 
cost of the completion of the pollution facilities related 
to the interest in Unit No. 2 which Edison is acquiring 
from Penn Power. In such case, Edison would agree to 
provide Penn Power with funds equal to a portion of 
the amounts Penn Power is obligated to pay under the 
Series A Note, such portion being based upon the ratio 
of the remaining Proceeds to $4,500,000 (i.e., the 
aggregate principal amount of the Revenue Bonds). 
Such payments would be made in such amount and at 
such times as would enable Penn Power to make the 
related payments under the Series A Note. 


Fees and expenses to be incurred in connection with 
the proposed transaction are estimated to be $14,500 
including $11,500 in counsel fees. The Nuclear 
Regulatory Commission has approved the proposed 
amendment to the construction permit. The 
Pennsylvania Public Utility Commission has author- 
ized an amendment to the Certificate of Public 
Convenience giving effect to the proposed sale and 
acquisition. No other state commission and no other 
federal commission, other than this commission, has 
jurisdiction with respect to the proposed transaction. 


Due notice of the filing of said applicaton-declaration 
has been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 19918),, and 
no hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the record, 
it is hereby found that the applicable standards of the 
Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appro- 
priate in the public interest and in the interest of in- 
vestors and consumers that the application-declara- 
tion, as amended be granted and permitted to become 
effective: 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said 
application-declaration, as amended be, and it hereby 
is, granted and permitted to become effective 
forthwith, subject to the terms and _ conditions 
prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20055/May 31, 1977 


In the Matter of 


CONSOLIDATED NATURAL GAS COMPANY 
New York, New York 


(70-6004) 


ORDER AUTHORIZING ISSUANCE AND SALE OF 
$75,000,000 PRINCIPAL AMOUNT OF DEBENTURES 
AT COMPETITIVE BIDDING 


Consolidated Natural Gas Company (‘‘Consolidated’’), 
a registered holding company, has filed a declaration 
and amendments thereto with this Commission 
pursuant to Sections 6(a) and 7 of the Public Utility 
Holding Company Act of 1935 (‘‘Act’’) and Rule 50 
promulgated thereunder regarding the following 
proposed transaction. 


Consolidated purposes to issue and sell, subject to the 
competitive bidding requirements of Rule 50, 
$75,000,000 principal amount of % Debentures Due 
June 1, 1997. The interest rate (which will be a 
multiple of 1/8 of 1%) and the price, exclusive of 
accrued interest, (which will be not less than 99% or 
more than 102% of the principal amount thereof) will 
be determined by competitive bidding. The 
debentures will be issued as a new series under a 
Seventh Supplemental Indenture, dated as of June 1, 
1977, to the Indenture between Consolidated and 
Manufacturers Hanover Trust Company, New York, 
New York, as Trustee, dated as of May 1, 1971. The 
Indenture includes a prohibition until June 1, 1982, 
against redeeming the issue with or in anticipation of 
funds borrowed at a lower effective interest cost. The 
debentures will be subject to an annual sinking fund of 
$4,700,000 commencing June 1, 1982, which will leave 
$4,500,000 principal amount thereof to be redeemed at 
maturity. The proceeds of the sale of the debentures 
will be used to finance, in part, the 1977 capital 
expenditures of Consolidated’s subsidiary companies, 
estimated at $236,400,000, of which about 79% will be 
applied to gas supply projects. 


It is stated that the fees and expenses to be incurred in 
connection with the proposed transaction are 
estimated at $162,000 including $30,000 service 
charges of the system service company at cost and 
accountant’s fees and expenses of $14,500. The fee of 
counsel for the underwriters is $20,000 and is to be 
paid by the successful bidders. 


No State commission and no Federal commission, 
other than this Commission, has jurisdiction over the 
proposed transaction. 


Due notice of the filing of the declaration has been 
given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 20006), and no 
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hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the record, 
it is hereby found that the applicable standards of the 
Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said declaration, as 
amended, be permitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, 
as amended, be, and it hereby is, permitted to become 
efective forthwith, subject to the terms and conditions 
prescribed in Rules 24 and 50 promulgated under the 
Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Rel. No. 20056/May 31, 1977 


In the Matter of 


NEW ENGLAND ELECTRIC SYSTEM 
20 Turnpike Road 
Westborough, Massachusetts 01581 


(70-6020) 


NOTICE OF PROPOSED ISSUE AND SALE OF 
COMMON STOCK AT COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that New England 
Electric Systen (‘‘NEES’’), a registered holding 
company, has filed a declaration with this Commission 
pursuant to the Public Utility Holding Company Act of 
1935 (“Act”), designating Sections 6(a) and 7 of the 
Act and Rule 50 promulgated thereunder as applicable 
to the proposed transaction. All interested persons are 
referred to the declaration, which is summarized 
below, for a complete statement of the proposed trans- 
action. 


NEES proposes to issue and sell, subject to the com- 
petitive bidding requirements of Rule 50 under the 
Act, up to 1,250,000 shares of its common stock, par 
value $1. 
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The proceeds, estimated at about $27,500,000, will be 
applied to the payment of $25,000,000 in short-term 
debt and balance will be made available to subidiaries 
for their construction programs. 


The fees and expenses to be incurred by NEES in 
connection with the proposed transaction are 
estimated at $160,000, including service fees, at cost, 
of New England Power Service Company, a 
wholly-owned subsidiary of NEES, of $72,000. The 
fees of counsel for the underwriters, to be paid by the 
successful bidders, will be supplied by amendment. It 
is stated that no state commission and no federal 
commission, other than this Commission, has 
jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 27, 1977, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such re- 
quest, and the issues of fact or law raised by said 
declaration which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request should be served personally or by mail upon 
the declarant at the above-stated address and proof of 


by certificate) should be filed with the request. At an 


service (by affidavit or, in case of an request. At anv) 


time after said date, the declaration, as filed or as it 
may be amended, may be permitted to become effec- 
tive as provided in Rule 23 of the General Rules and 
Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as 
provided in Rules 20(a) amd 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and order issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Rel. No. 20057/June 1, 1977 


In the Matter of 
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APPALACHIAN POWER COMPANY 
Roanoke, Virginia 24009 


(70-6001 ) 


ORDER AUTHORIZING CHARTER AMENDMENTS 
TO CONVERT AUTHORIZED $100 PAR PREFERRED 
SHARES INTO SHARES WITH NO PAR VALUE AND 
TO CONVERT AUTHORIZED $100 PAR PREFERRED 
STOCK FROM 3,000,000 TO 8,000,000 SHARES 


Appalachian Power*Company (‘‘Appalachian’’), an 
electric utility subsidiary company of American 
Electric Power Company, Inc. (‘‘AEP’’), a registered 
holding company, has filed a declaration and 
amendments thereto with this Commission pursuant to 
Sections 6(a), 7, and 12(e) of the Public Utility Holding 
Company Act of 1935 (‘‘Act’’) and Rules 62 and 65 
promulgated thereunder regarding the following pro- 
posed transaction. 


Appalachian purposes to amend its Articles of 
Incorporation (‘‘Charter’’) to convert the presently 
authorized cumulative preferred stock from shares of 
$100 par value to shares without par value, to increase 
the authorized number of shares of cumulative pre- 
ferred stock from 3,000,000 to 8,000,000, and to alter 
the voting rights of holders of any new series of 

cumulative preferred stock. Appalachian’s Charter 
Qe authorizes it to issue 3,000,000 shares of cu- 

mulative preferred stock with $100 par value, of which 
1,922,093 remain unissued to date. Appalachian states 
that in recent years a substantial market for preferred 
stock in the $25 per share price range has developed, 
particularly among individual investors. Appalachian 
further states that is is unable to take advantage of 
this market because its Charter now autforizes only 
$100 par value cumulative preferred stock. Appala- 
chian believes that its ability to sell preferred stock on 
favorable terms will be strengthened by changing the 
cumulative preferred stock from shares having a par 
value of $100 to shares without par value, so that new 
shares of cumulative preferred stock should be issued 
at prices below or above $100 per share to take 
advantage of favorable prevailing and future market 
future market conditions. 


Appalachian proposes to increase the number of 
authorized shares of cumulative preferred stock from 
3,000,000 to 8,000,000 shares because, if, for example, 
Appalachian issued a series of shares with a price of 
$25 per share, it would require four times the number 
of shares sold for $25 per share, as it would if such 
shares were sold for $100 per share, to raise a given 
amount of capital. 


/ It is stated that Appalachian’s authority to issue 
additional shares would be subject to the limitation 
that no shares of cumulative preferred stock could be 


issued if, after giving effect to the issuance of such 
shares, the aggregate price which all outstanding 
shares of cumulative preferred stock are entitled to be 
paid upon involuntary liquidation would exceed 
$300,000,000. Since such amount is equal to the 
aggregate par value of the 3,000,000 shares of 
cumulative preferred stock now authorized, the 
proposed increase in the number of authorized shares 
would not represent any increase in the _ total 


’ authorized amount of Appalachian’s preferred share 


capital. 


The Charter presently provides that holders of the out- 
standing shares of cumulative preferred stock have the 
right to one vote for each share held for the election of 
directors and upon all other matters. Appalachian 
proposes to change this provision to provide that the 
holders of cumulative preferred stock, when entitled to 
vote, would have one vote for every $100 of fixed 
involuntary liquidation price. Thus holders of cumu- 
lative preferred stock now outstanding (all of which 
have a fixed involuntary liquidation price of $100 per 
share) would continue to have one vote per share, and 
the holders of any new cumulative preferred stock with 
a $25 fixed liquidation price would be entitled to 
one-quarter of one vote per share. In addition, shares 
of cumulative preferred stock issued after May 30,1977 
generally would not have the right to vote, except in 
the case of certain events specified in the Charter or as 
otherwise required by law. 


By order dated April 12, 1977 (HCAR No. 19980), 
Appalachian was authorized to solicit proxies from its 
preferred shareholders to be used at the annual 
meeting of stockholders to be held on June 1, 1977. 
Holders of Appalachian preferred stock will be asked 
to approve the Charter amendments. Such approval 
requires the affirmative vote of more than two-thirds 
of the outstanding shares of common stock and the 
affirmative vote of more than two-thirds of the 
outstanding shares of $100 par value cumulative pre- 
ferred stock, each class vc ‘ing separately. AEP, owner 
of all Appalachian’s commen stock, has indicated that 
it intends to vote all of such shares in favor of the 
Charter amendments. 


Fees and expenses to be incurred in connection with 
the proposed transaction are estimated at $45,000, 
including legal fees of $3,500. The Virginia State 
Corporation Commission and the Tennessee Public 
Service Commission have authorized the proposed 
transaction, and no other state commission and no 
federal commission, other than this Commission, has 
jurisdiction over the proposed transaction. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 19980), and no 
hearing has been requested of or ordered by the 
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Commission. Upon the basis of the facts in the record, 
it is hereby found that the applicable standards of the 
Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said declaration, as 
amended, be permitted to become effective: 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, 
as amended, be, and it hereby is, permitted to become 
effective forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF1935 
Riease No. 20058/June 2, 1977 


In the Matter of 


BRITISH AMERICAN UTILITIES CORPORATION 
718 Ellicott Square Building 
Buffalo, New York 14203 


NORTH EAST HEAT & LIGHT COMPANY 
16 North Lake Street 
North East, Pennsylvania 16428 


(54-256) 


NOTICE OF FILING OF A PLAN UNDER SECTION 
11(e) FOR THE REORGANIZATION OF A HOLDING 
COMPANY SYSTEM THROUGH THE MERGER OF 
THE HOLDING COMPANY INTO ITS SOLE 
SUBSIDIARY 


NOTICE IS HEREBY GIVEN that British American 
Utilities Corporation (‘‘British American’’), a regis- 
tered holding company, and its sole and wholly-owned 
subsidiary, North East Heat & Light Company (‘‘North 
East’’), have filed a plan with this Commission 
pursuant to Section 11(e) of the Public Utility Holding 
Company Act of 1935 (‘‘Act’’) providing for the 
reorganization of the British American system. 
Sections 6, 7, 9, 10, 12, and 13 of the Act and Rule 62 
promulgated thereunder have also been designated as 
applicable to the proposed transaction. All interested 
persons are referred to the plan, which is summarized 
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below, for a complete statement of the proposed 
transaction. 


The general purpose of the proposed plan is to 
liquidate British American as a corporate entity and 
exchange shares of North East for the outstanding 
shares of British American. British American presently 
has outstanding 620 of the 3,000 authorized shares of 
its preferred stock, par value $100 per share, and 
2,802-'%2 of the 4,500 authorized shares of its no par 
common stock, British American has 22 preferred 
shareholders and 20 common shareholders. North East 
presently has outstanding all of its 240 authorized 
shares of common stock, par value $100 per share; all 
of such stock is held by British American. Prior to the 
closing date, in order to bring its stock authorization 
into confirmity with that of British American, North 
East will amend its Articles of Incorporation to 
authorize 3,00 shares of $100 par preferred stock and 
4,500 shares of no par common stock. 


At the closing North East will issue and deliver to 
British American, or to such persons as British 
American may designate, 620 shares of the newly 
authorized North East preferred stock and 2,802-'% 
shares of the newly authorized North East common 
stock. British American will direct that the newly 
issued North East stock be delivered to the existing 
shareholders of British American to replace, on a 
share for share basis, the shares held by those 
shareholders. 


At the closing British American will convey all of its 
properties, rights and assets to North East. At that 
time North East will assume all of British American’s 
liabilities, contracts and obligations. Upon completion 
of the above transactions British American, then 
having no assets, will be liquidated. 


British American states that if necessary it wil make a 
request to the Commission, pursuant to the provisions 
of Section 11(e), that the Commission apply to a court, 
in accordance with Section 18 (f}, to enforce and carry 
out the provisions of the plan. 


A statement of the fees and expenses to be incurred in 
connection with the proposed transaction will be filed 
by amendment. All such fees will be paid by North 
East. The Pennsylvania Public Utilities Commission 
has jurisdiction over the proposed recapitalization of 
North East. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 27, 1977, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by the 
filing which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
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addressed: Secretary, Securities and Exchange 
Commissian, Washington, D.C. 20549. A copy of such 
request should be served personally or by mail upon 


@; applicants-declarants at the above-stated address- 


les, and proof of service (by affidavit or, in case of an 
attorney-at-law, by certificate) should be filed with the 
request. At any time after said date, the 
application-declaration, as filed or as it may be 
amended, may be granted and permitted to become 
effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
orders will receive any notices or orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


British American has undertaken to serve copies of 
this notice of filing upon each holder of record of its 
common or preferred stock no later than fifteen day 
prior to June 27, 1977. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 


) Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9779/May 26, 1977 


In the Matter of 


MERRILL LYNCH MUNICIPAL BOND FUND, INC. 
One Liberty Plaza 

165 Broadway Plaza 

New York, New York 10006 


(812-4067) 


NOTICE OF FILING OF APPLICATION PURSUANT 
TO SECTION 10(f) OF THE ACT EXEMPTING 
CERTAIN TRANSACTIONS FROM THE PROVISIONS 
OF SECTION 10(f) 


OTICE IS HEREBY GIVEN that Merrill Lynch Mu- 


4 
Oe Bond Fund, Inc., a Maryland corporation (the 


‘‘Fund’’), has filed an application on December 16, 
1976 and amendments thereto on April 15, 1977 and 
April 26, 1977 pursuant to Section 10(f) of the 
Investment Company Act of 1940, as amended (the 
‘‘Act’’), for an order of the Commission exempting 
certain transactions of the Fund from section 10(f) of 
the Act so as to permit the Fund to purchase Municipal 
Bonds (as hereinafter defined) in public offerings in 
which affiliates of the Fund’s investment adviser par- 
ticipate as a principal underwriter, subject to the 
conditions specified in the application and as set forth 
below. All interested persons are referred to the 
application which is on file with the Commission for a 
statement of the representations made therein which 
are summarized below. 


The Fund is a diversified open-end management 
investment company and is registered under the Act. 
The Fund’s investment objective is to provide 
shareholders income exempt from Federal income 
taxation at the maximum level consistent with prudent 
investment management. The Fund proposes to invest 
in a diversified portfolio of obligations issued by or on 
behalf of states, territories and possessions of the 
United States and the District of Columbia, and their 
political subdivisions, agencies and instrumentalities, 
the interest from which is exempt from Federal income 
taxation (such obligations being referred to herein as 
‘*Municipal Bonds’’). 


The Fund is sponsored by Merrill Lynch, Pierce, 
Fenner. & Smith Incorporated (“Merrill Lynch”). 
Merrill Lynch & Co., Inc., the parent of Merrill Lynch, 
is also the parent of Merrill Lynch Asset Management, 
Inc., which is the parent of the Fund’s investment ad- 
viser, Fund Asset Management, Inc. (“FAMI”). Ac- 
cordingly, Merrill Lynch and the Fund’s investment 
adviser are ach an “affiliated person” of each other as 
such term is defined in Section 2(a) (3) of the Act. 


Merrill Lynch, a registered broker-dealer, conducts a 
diversified securities business and, through its 
Municipal Bond Department, participates as an 
underwriter in a substantial number of public offerings 
of Municipal Bonds and acts as a broker and dealer in 
Municipal Bonds. The application states that the 
Municipal Bond Department of Merrill Lynch and 
FAMI, the investment adviser to the Fund, operate as 
completely separate entities under the umbrella of the 
Merrill Lynch & Co., Inc. holding company. Each has 
separate officers and employees, and each maintains 
separate books and records and operates as an 
independent profit center. 


Section 10(f) pf the Act, in pertinent part, provides 
that no registered investment company shall 
knowingly purchase or acquire, during the existence of 
any underwriting or selling syndicate, any security a 
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principal underwriter of which is an officer, director, 
investment advisor or employee of such investment 
company, or is a person of which any such officer, 
director, investment adviser or employee is an affili- 
ated person. That section further provides that the 
Commission, by rules or regulations upon its own 
motion or by order upon application, may exempt any 
transaction or classes of transactions from the 
restrictions contained therein to the extent such 
exemption is consistent with the protection of 
investors. 


Pursuant to the rule-making authority granted by Sec- 
tion 10(f), the Commission adopted Rule 10f-3 in 1958. 
The Rule provides that a purchase of securities by a 
registered investment company prohibited by Section 
10(f) of the Act shall be exempt from the provisions of 
such Section if certain conditions are satisfied. The 
Fund notes that Rule 10f-3 was designed for 
underwritten offerings of corporate equity and debt 
securities, whereas it intends to invest primarily in 
Municipal Bonds. The Fund asserts that underwritten 
offerings of Municipal Bonds are conducted under dif- 
ferent terms and conditions than corporate underwrit- 
ings and for several reasons do not fit within the 
framework of Rule 10f-3. For example, there is no 
registration requirement for Municipal Bonds under 
the Securities Act of 1933 as required by Section (a) (1) 
of Rule 10f-3. Therefore the Fund will be precluded 
from being able to take advantage of the exemption 
afforded by the Rule and will be unable to puchase 
Municipal Bonds in public offerings in which Merrill 
Lynch or any of its affiliates participates as a 
‘‘principal underwriter’’, as such term is defined in 
Section 2(a) (29) of the Act. 


It is the Fund’s contention, as stated in its application, 
that due to the special nature of the Municipal Bond 
market and its emphasis on distributions through 
underwriting syndicates, the Fund must have access to 
the primary underwriting market in order to obtain 
best price and execution in the accumulation of 
portfolio securities. Because of the high degree of 
participation of Merrill Lynch in these underwritings, 
the Fund believes that the prohibition Section 10(f) 
would, unless modified, prejudice the Fund by 
precluding access to a significant portion of the 
Municipal Bond market. 


In order for the Fund to participate in public offerings 
of Municipal Bonds in which Merrill Lynch or any of 
its affiliates is a ‘‘principal underwriter’’, the Fund 
seeks an order exempting its proposed future 
purchases of Municipal Bonds from Section 10(f) on 
the basis of the terms set forth below which are 
discussed in its application. These terms are based 
upon Rule 10f-3 appropriately revised for the purposes 
of the requested exemptive order to reflect the special 
nature of the Municipal Bond market. 
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Terms of Proposed Order 
The exemptive order sought by the Fund would be 


references are keyed to the text of Rule 10f-3): 


subject to the following conditions 5 "®@ | é 


(a) The securities to be purchased shall be: 


(1) Part of an issue of Municipal Bonds, the interest 
on which is exempt from Federal income tax, which is 
being offered to the public; 


(2) Purchased at not more than the public offering 
price prior to the end of the first full business day after 


the first date on which the issue is offered to the 


public; 


(3) Offered pursuant to an underwriting agreement 
under which the underwriters are committed to 
purchase all of the Municipal Bonds being offered, if 
the underwriters purchase any thereof; 


(4) Acquired pursuant to an order (which may be con- 
ditional) placed by the Fund with an underwriter prior 
to the first date on which the issue is offered to the 
public; 


(5) Purchased in an unsolicited transaction originating 
with the Fund or its investment adviser; and 


(6) Purchased in transactions for which records al) 


maintained setting forth the reasons for the purchase 
and for the sale, if any, of any portfolio securities 
related to the transaction, which records shall be 
avialable for inspection by the Commission. 


(b) The gross commission, spread or profit to the prin- 
cipal underwriters shall not exceed 2.5 percent of the 
principal amount of the issue. 


(c) On the date of purchase the issue shall have 
received an investment grade rating from Standard & 
Poor’s Corporation or Moody’s Investors Service, Inc., 
provided, however, if the issuer of the securities to be 
purchased, or the entity supplying the revenues from 
which the issue is to be paid, shall have been in 
continuous operation for less than three years, 
including the operations of any predecessor, then on 
the date of purchase the issue shall have received a 
rating of ‘‘A’’ or better from Standard & Poor’s 
Corporation or Moody’s Investors Service, Inc. 


(d) The principal amount of Municipal Bonds to be 
purchased by the Fund or by the Fund and any other 
investment companies having the same investment ad- 
viser, shall not exceed 3 percent of the principal 
amount of the issue being underwritten or $500,000 in 


principal amount, whichever is greater, but in no even@) | q 


greater than 10% of the principal amount of the issue. 


(e) The consideration to be paid by the Fund is 
purchasing the Municipal Bonds being offered shall 
not exceed 3 percent of the total assets of the Fund; 
provided, that if such consideration shall exceed 
$1,000,000, it shall not exceed 2 percent of the Fund’s 
total assets. 


(f) The exemptive order shall not be construed to 
permit transactions with any affiliated person or 
principal underwriter of the Fund or any affiliated 
person thereof (including purchases from syndicate 
managers designated as group sales or otherwise 
allocated to the account of such affiliated person or 
principal underwriter) which would otherwise be pro- 
hibited by Section 17 of the Investment Company Act 
of 1940; the Fund having represented that it will keep 
its non-interested directors completely informed, and 
fully aware, of the available alternatives with respect 
to recapture of the costs of portfolio transactions and 
having undertaken to take such steps as may be 
necessary to seek to implement any such recapture, 
including the filing of applications for exemptions 
under the Investment Company Act of 1940, if the 
non-interested directors should determine that 
recapture is in the best interests of the Fund or if 
otherwise required by developments in the law. 


(g) The purchase of the securities being offered shall 
have been authorized or approved by a resolution of 
the board of directors of the Fund, or of a committee 
composed of at least three members of such board (a 
majority of which must be noninterested persons of 
the Fund), which resclution shall state that in the 
judgment of the board or committee, the purchase of 
securities proposed will meet all the requirements of 
paragraphs (a) through (f) of this exemptive order and 
which authorization or approval shall have been 
supported by the vote (at a meeting or by written 
consent given without a meeting) of not less than a 
majority of the members of the board of directors or of 
the committee who were not interested persons of the 
Fund. 


(h) The Fund shall set forth all transactions conducted 
pursuant to the exemptive order in its quarterly 
reports filed with the securities and Exchange 
Commission on Form N-1Q. In addition, information 
as to such transactions shall be contained in the notes 
to the Fund’s published financial statements. 


(i) The officers and directors of the Fund and its 
investment adviser assume the burden of establishing 
that each transaction made pursuant to the exemptive 
order is consistent with the purpose of such order to 
prevent the selection of the Fund’s portfolio securities 
in the interest of such affiliated persons or in the 
interest of underwriters, brokers or dealers rather than 
in the interest of the Fund’s security holders. 


The Fund states that, as set forth in Investment 
Company Act Release No. 2797 (December 2, 1958), 
the conditions to the exemption from Section 10(f) 
contained in Rule 10f-3 were designed to permit 
purchases without an exemptive order where the 
circumstances are such as to make it unlikely that the 
purchase will be inconsistent with the protection of 
investors. The Fund contends in its application that 
the exemption sought from the prohibition of Section 
10(f) is consistent with the protection of investors. The 
Fund further contends that the terms of the exemption 
sought in its application attempt to incorporate the 
substantive provisions of Rule 10f-3 into a framework 
taking into account the realities of Municipal Bond 
underwritings so as to permit effective use of the 
exemption and at the same time making it unlikely 
that a purchase thereunder will be inconsistent with 
the protection of investors. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 20, 1977 at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the foregoing matter accompanied by a 
statement as to the nature of his interest, the reason 
for such request and the issues, if any, of fact or law 
proposed to be controverted, or he may request that 
he be notified if the Commission shall order a hearing 
thereon. Any such communication: should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon the 
Fund at the address stated above. Proof of such 
service (by affidavit or, in case of an attorney-at-law, 
by certificate) shall be filed contmeporaneously with 
the request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order 
disposing of the Application will be issued as of course 
following said date, unless the Commission thereafter 
orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9780/May 27, 1977 


In the Matter of 
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FUND A PARTNERSHIP 
c/o Arthur Andersen & Co. 
1345 Avenue of the Americas 
New York, New York 10019 


(811-2051) 


ORDER PURSUANT TO SECTION 8(f) DECLARING 
THAT COMPANY HAS CEASED TO BE AN 
INVESTMENT COMPANY 


Fund A Partnership (‘‘Applicant’’), a non-diversified 
open-end investment company organized as a general 
partnership under the laws of New York and 
registered under the Investment Company Act of 1940 
(‘‘Act’’), filed an application on March 4, 1977, for an 
order of the Commission declaring that Applicant has 
ceased to be an investment company as defined in the 
Act. 


On April 26, 1977, a notice (Investment Company Act 
Release No. 9735) was issued of the filing of said 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that na 
order disposing of the application would be issued as 
of course unless a hearing sould be ordered. No 
request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter has been considered, and it is found that 
the Applicant has ceased to be an investment company 
as defined in the Act. Accordingly, 


IT IS HEREBY ORDERED, pursuant to Section 8(f) of 
the Act, that the registration of Fund A Partnership 
shall forthwith cease to be in effect. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9781/May 27, 1977 


In the Matter of 

SCUDDER MANAGED MUNICIPAL BONDS 
175 Federal Street 

Boston, Massachusetts 02110 

(812-4114) 
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ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING A SUPPLEMENTAL ORDER OF EXEMP- 
TION FROM SECTION 2(a) (19) OF THE ACT 


Scudder Managed Municipal Bonds (‘‘Applicant’’) and 
open-end diversified management company registered 
under the Investment Company Act of 1940 (‘‘Act’’), 
filed an application on February 22, 1977, and an 
amendment thereto on March 31, 1977, pursuant to 
Section 6(c) of the Act for a supplemental order 
declaring that Mrs. Hester L. Sargent, a Trustee of 
Applicant, shall not be deemed an ‘‘interested 
person’’ of Applicant or its investment adviser or 
principal underwriter within the meaning of Section 
2(a) (19) of the Act by reason of her position as a 
director of Boston Safe Deposit and Trust Company. 


On April 20, 1977, the Commission issued a notice 
(Investment Company Act Release No. 9728) of the 
filing of the application. The notice gave interested 
persons an opportunity to request a hearing and stated 
that an order disposing of the application would be 
issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed and 
the Commission has not ordered a hearing. 


The matter has been considered and it is found that 
the granting of the application is appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from the provisions 
of Section 2(a) (19) of the Act be, and hereby is, 
granted, effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9782/May 31, 1977 


SEE 


SECURITIES ACT OF 1933 
Rel. No. 5829/May 31, 1977 
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INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9783/May 31, 1977 


)} er No. S7-698; Comment Period Expires 8-15-77] 


INVESTMENT COMPANY ANNUAL REPORTS 
REVISION OF REGULATIONS 


AGENCY: Securities and Exchange Commission. 
ACTION: Proposed Rule. 


SUMMARY: The Securities and Exchange Commis- 
sion proposes to revise its regulations on the filing of 
investment company annual reports to require that 
such reports be filed within 90 days (rather than the 
current 120 days) after the end of the fiscal year. This 
will make available to the staff of the Commission 
information relating to a company’s most recent fiscal 
year at the time that it reviews a _ posteffective 
amendment to that company’s registration statement 
under the Securities Act of 1933. It will also bring the 
required filing date for such annual reports into line 
with the required filing date for annual reports filed by 
industrial companies. 


DATE: Comments must be received on or before 
August 15, 1977. 


@. coress. Send comments to George, A. Fitzsim- 
mons, Secretary, Securities and Exchange Commis- 
sion, Washington, D.C. 20549. 


FOR FURTHER INFORMATION CONTACT: Glen 
Payne, Special Counsel, Division of Investment 
Management, Securities and Exchange Commission, 
Washington, D.C. 20549 (202-755-0230). 


SUPPLEMENTARY INFORMATION: The Securities 
and Exchange Commission today published for public 
comment a proposed amendment of Rule 30a-1(a) [17 
CFR 270.30a-1(a)] under the Investment Company Act 
of 1940 (‘‘Act’’) [15U.S.C. 80a-et seq.] which would 
reduce by 30 days the filing deadline for the annual 
report required by Section 30(a) of the Act [15 U.S.C. 
80a-29(a)]. Rule 30a-1(a) under the Act presently 
requires the annual report to be filed not more than 
120 days after the close of each fiscal year ending on 
or after the date upon which a registered investment 
company files its registration statement pursuant to 
Section 8(b) [15 U.S.C. 80a-8(b)]. The proposed 
amendment would reduce the filing deadline from 120 
days to 90 days after the close of the fiscal year. 


BACKGROUND AND PURPOSE 


Release No. 33-5829 of this date discusses in detail the 
background and purpose of proposed new Investment 


Company Registration Statement Forms N-1 and N-2 
for management investment companies and of the 
revised Annual Report on Form N-1R [17 CFR 
274.101]. 


(‘‘Forms’’). The proposed new _ integrated filing 
system of which the Forms are a part contemplates 
that the N-1R filing time be reduced from 120 days to 
90 days as set forth in the proposed amendment to 
Rule 30a-1 (a). 


Under Rule 30a-1(a), investment company annual 
reports are required to be filed 120 days after the close 
of the company’s fiscal year. It is proposed to reduce 
the date for filing the Form N-1R from 120 days to 90 
days after the close of the company’s fiscal year in 
order to permit the staff to make more effective use of 
that document. The filing of the report within 90 days 
of the close of the company’s fiscal year will make 
available to the staff information relating to the 
company’s most recent fiscal year at the time it 
reviews the post-effective amendment to the com- 
pany’s registration statement. In most cases, under 
present procedures, when the staff reviews an 
investment company’s post-effective amendment, the 
investment company’s Form N-1R on file with the 
Commission contains information that is more than a 
year old. 


This proposal to reduce the N-1R filing time was first 
made December 16. 1970 (Investment Company Act 
Release No. 6284) [35 FR 19525] in conjunction with 
other amendments to the Form N-1R. Although the 
amendments to the form itself were approved, the rule 
proposal was not acted on because of adverse industry 
comments. The Commission now believes that 
experience with the 90 day filing requirement for in- 
dustrial companies filing annual reports has shown it 
is not overly burdensome. In addition, the time 
reduction should be feasible at this time, particularly 
in light of the fact that if the proposed integrated filing 
system is adopted, the narrative portion of the N-1R 
would no longer be required. 


The Commission hereby proposes to amend Rule 
30a-1(a) pursuant to the authority granted in Section 
38(a) of the Act [15 U.S.C. 80a-37(a)]. 


Section 270.30a-1(a) is amended to read as follows. 
270.30a-1 Annual reports. 


(a) Every registered investment company shall file an 
annual report, on the appropriate form prescribed 
therefor, not more than 90 days after the close of each 
fiscal year ending on or after the date upon which such 
company files its registration statement pursuant to 
Section 8(b): In case the registrant finds it 
impracticable to file the report within such 90 days, it 
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may file with the Commission an application for an 
extension of time to a specified date within 6 months 
after the close of the fiscal year. Such application shall 
state the grounds of impracticability and shall contain 
an agreement to file the report on or before such 
specified date. The application shall be deemed 
granted unless the Commission within 10 days after 
receipt thereof shall enter an order denying the 
application as being unreasonable and unnecessary 
under the circumstances. At the time of filing such 
annual report, the registered investment company 
shall pay to the Commission a fee of $250, no part of 
which shall be refunded. 


* * * ~ * 


All interested persons are invited to submit their views 
and comments on the foregoing proposal in triplicate 
to George A. Fitzsimmons, Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549, on 
or before August 15, 1977. All such communications 
should refer to File No. S7-698 and will be available for 
public inspection at the Commission’s Public 
Reference Room, Room 6101, 1100 L Street, N.W. 
Washington, D.C. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9784/May 31, 1977 


In the Matter of 


PENNSYLVANIA TAX-FREE INCOME TRUST, 
B&S ASSET MANAGEMENT CORPORATION 


and 


BUTCHER & SINGER, INC. 
1500 Walnut Street 
Philadelphia, Pennsylvania 19102 


(812-4063) 


NOTICE OF FILING OF APPLICATION PURSUANT 
TO SECTION 10(f) OF THE ACT EXEMPTING 
CERTAIN TRANSACTIONS FROM THE PROVISIONS 
OF SECTION 10(f). 


NOTICE IS HEREBY GIVEN that Pennsylvania 
Tax-Free Income Trust, a common law trust organized 
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in Pennsylvania (‘‘Trust’’), B&S Asset Management 
Corporation (‘‘Adviser’’) and Butcher & Singer, Inc. 
(hereafter collectively referred to as the ‘‘Applicants’’) 
have filed an application on December 14, 1976, andg@™®) 
amendments thereto on April 25, 1977, and May 20, 
1977, pursuant to Section 10(f) of the Investment 
Company Act of 1940, as amended (the ‘‘Act’’), for an 
order of the. Commission exempting certain 
transactions of the Trust from Section 10(f) of the Act 
so as to permit the Trust to purchase Municiap! Bonds 
(as hereafter defined) in public offerings in which 
affiliates of the Adviser participate as a principal 
underwriter, subject to the conditions specified in the 
application and as set forth below. All interested 
persons are referred to the application which is on file 


ae 








with the Commission for a statement of the 
representations made therein, which are summarized | 
below. | 


The Trust is a diversified, open-end management 
investment company and is registered under the Act. 
It filed a registration statement on Form N-8B-1 
pursuant to Section 8(b) of the Act on November 10, 
1976, and has commenced distribution of shares of 
beneficial interest of the Trust pursuant to a 
registration statement under the Securities Act of 1933 
which was declared effective on February 18, 1977. 
The Trust’s investment objective is to provide 
shareholders, through investment in a professionally, f 
managed portfolio of Municipal Bonds, as high a ievel)) @ 
of current income exempt from Federal and Pennsyl- 
vania income taxes as is consistent, in the view of the 
Trust’s management, with preservation of capital. In 
seeking this objective, the Trust proposes to invest at 
least 80% of its assets in a diversified portfolio of 
obligations issued by or on behalf of the 
Commonwealth of Pennsylvania, counties, municipali- 
ties, school districts, state and local authorities 
organized in Pennsylvania, certain interstate agencies, 
and certain territories of the United Sates, the interest 
of which is exempt from Federal and Pennsylvania 
income taxes (such obligations are referred to herein 
as ‘‘Municipal Bonds’’). However, this percentage 
may be temporarily reduced from time to time for 
defensive purposes under adverse market conditions. 
The Trust may also invest in Municipal Bonds of other 
jurisdictions and will invest in temporary investment. 


The Trust and the Adviser are parties to an investment 
advisory agreement pursuant to which the Adviser 
provides certain specified services to the Trust in 
return for a set fee. The Adviser is a Pennsylvania cor- 
poration registered as an investment adviser under the 
Investment Advisers Act of 1940. All of the Adviser’s 
shares of capital stock are owned by Butcher & Singer, 
Inc. and all of the Adviser’s directors and officers are , 
also officers of Butcher & Singer, Inc. Accordingly, ind) ( 
Adviser and Butcher & Singer, Inc. are each an affiliated ‘ 





) May company, or is a person of which any such officer, 
6 





person of each other as that term is defined in Section 
2(a)(3) of the Act. 


Qe & Singer, Inc. is a Pennsylvania corporation 


which conducts a general investment banking and 
securities brokerage business with 23 offices in seven 
states, including 11 offices in Pennsylvania. Butcher & 
Singer, Inc. proposes to act as a principal underwriter 
during the initial distribution of the Trust’s Shares and 
as general distributor during the continuous offering. 
The Applicants state that Butcher & Singer, Inc. is one 
of the major underwriters of Municipal Bonds in 
Pennsylvania, having underwritten, as syndicate 
manager or co-manager, over three billion dollars of 
Pennsylvania Municipal Bonds since 1945. 


Two of the five Trustees of the Truse are affiliates of 
Butcher & Singer, Inc., and therefore ‘‘interested 
persons’’ of the Trust. The other three Trustees are 
not ‘‘interested persons’’ of the Trust. 


Section 10(f) of the Act, in pertinent part, provides 
that no registered investment company shall 
knowingly purchase or acquire, during the existence of 
any underwriting or selling syndicate, any security a 
principal underwriter of which is an officer, director, 
investment adviser or employee of such investment 


director, investment adviser or employee is an 
affiliated person. That section further provides that 
the Commission, by rules or regulations upon its own 
motion or by order upon application, may exempt any 
transaction or classes of transactions from the 
restrictions contained therein to the extent such 
exemption is consistent with the protection of 
investors. 


Pursuant to the rule-making authority granted by 
Section 10(f), the Commission adopted Rule 10f-3 in 
1958. The Rule provides that a purchase of securities 
by a registered investment company prohibited by 
Section 10(f) of the Act shall be exempt from the 
provisions of such Section if certain conditions are 
satisfied. The Applicants note that Rule 10f-3 was 
designed for underwritten offerings of corporate 
equity and debt securities, whereas they intend to 
invest primarily in Municipal Bonds. The Applicants 
assert that underwritten offerings of Municipal Bonds 
are conducted under different terms and conditions 
than corporate underwritings and for several reasons 
do not fit within the framework of Rule 10f-3. For 
example, there is no registration requirement for 
Municipal Bonds under the Securities Act of 1933 as 
required by Section (a) (1) of Rule 10f-3. Therefore, 
the Trust will be precluded from being able to take 
advantage of the exemption afforded by the Rule and 
will be unable to purchase Municipal Bonds in public 
offerings in which Butcher & Singer, Inc. or any of its 


affiliates participates as a ‘‘principal underwriter’’, as 
such term is defined in Section 2(a) (29) of the Act. 


It is the Applicants’ contention, as stated in the appli- 
cation, that due to the special nature of the Municipal 
Bond market and its emphasis on distributions 
through underwriting syndicates, the Trust must have 
access to the primary underwriting market in order to 
obtain best price and execution in the accumulation of 
portfolio securities. Because of the high degree of 
participation of Butcher & Singer, Inc. in these under- 
writings, the Applicants believe that the prohibitions 
of Section 10(f) would, unless modified, prejudice the 
Trust by precluding access to a significant portion of 
the Municipal Bond market. The Applicants state that 
although portions of large municipal issues usually 
reappear in the secondary market soon after the 
underwriting syndicates have been closed, not all 
maturities of such issues reappear. Furthermore, in 
the case of smaller issues (and a substantial portion of 
municipal issues in Pennsylvania consist of school and 
sewer and water issues under $5,000,000) Applicants 
state that most of the bonds may be purchased by 
investors who hold to maturity. 


In order for the Trust to participate in public offerings 
of Municipal Bonds in which Butcher & Singer, Inc. or 
any of its affiliates is a ‘‘principal underwriter’’, the 
Applicants seek an order of the Commission 
exempting its proposed future purchases of Municipal 
Bonds from Section 10(f) on the basis of the terms set 
forth below, which are discussed in the application. 
These terms are based upon Rule 10f-3 appropriately 
revised for the purposes of the requested exemptive 
order to reflect the special nature of the Municipal 
Bond market. 


The exemptive order sought by the Applicants would 
be subject to the following conditions (paragraph 
references are keyed to the text of Rule 10f-3: 


(a) The securities to be purchased shall be : 


(1) Part of an issue of Municipal Bonds, the interest 
on which is exempt from Federal income tax, which is 
being offered to the public; 


(2) Purchased at not more than the public offering 
price prior to the end of the first full business day after 
the first date on which the issue is offered to the 
public; 


(3) Offered pursuant to an underwriting agreement 
under which the underwriters are committed to 
purchase all of the Municipal Bonds being offered, if 
the underwriters purchase any thereof; 


(4) Acquired pursuant to an order (which may be 
conditional) placed by the Trust with an underwriter 
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prior to the first date on which the issue is offered to 
the public; 


(5) Purchased in an unsolicited transaction originating 
with the Trust or its investment adviser; and 


(6) Purchased in transactions for which records are 
maintained setting forth the reasons for the purchase 
and for the sale, if any, of any portfolio securities 
related to the transactio, which records shall be 
available for inspection by the Commission. 


(b) The gross commission, spread or profit to the 
principal underwriters shall not exceed 2.5 percent of 
the principal amount of the issue. 


(c) On the date of purchase the issue shall have re- 
ceived an investment grade rating from Standard & 
Poor’s Corporation or Moody’s Investors Service, Inc.; 
provided, however, if the issuer of the securities to be 
purchased, or the entity supplying the revenues from 
which the issue is to be paid, shall have been in 
continuous operation for less than three years, 
including the operations of any predecessor, then on 
the date of purchase the issue shall have received a 
rating of ‘‘A’’ or better from Standard & Poor’s 
Corporation or Moody’s Investors Service, Inc. 


(d) The principal amount of Municipal Bonds to be 
purchased by the Trust or by the Trust and any other 
investment companies having the same investment 
adviser, shall not exceed 3 percent of the principal 
amount of the issue being underwritten or $500,000 in 
principal amount, whichever is greater, but in no 
event greater than 10% of the principal amount of the 
issue. 


(e) The consideration to be paid by the Trust in 
purchasing the Municipal Bonds being offered shall 
not exceed 3 percent of the total assets of the Trust; 
provided, that if such consideration shall exceed 
$1,000,000, it shall not exceed 2 percent of the Trust’s 
total assets. 


(f) The exemptive order shall not be construed to 
permit transactions with any affiliated person or 
principal underwriter) which would otherwise be prohib- 
person thereof (including purchases from syndicate 
managers designated as group sales or otherwise 
allocated to the account of such affiliated person or 
principal underwriter) which would otherwise be pro- 
hibited by Section 17 of the Investment Company Act 
of 1940; the Trust having represented that it will keep 
its non-interested directors completely informed, and 
fully aware, of the available alternatives with respect 
to recapture of the costs of portfolio transactions and 
having undertaken to take such steps as may be 
necessary to seek to implement any such recapture, 
including the filing of applications for exemptions 
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under the Investment Company Act of 1940, if the 
non-interested directors should determine that 
recapture is in the best interests of the Trust or if 
otherwise required by developments in the law. 


(g) The purchase of the securities being offered shall 
have been authorized or approved by a resolution of 
the Board of Trustees of the Trust, or of a committee 
composed of at least three members of such board (a 
majority of which must be noninterested persons of 
the Trust), which resolution shall state that in the 
judgment of the Trustees or committee, the purchase of 
securities proposed will meet all the requirements of 
paragraphs (a) through (f) of this exemptive order and 
which authorization or approval shall have been 
supported by the vote (at a meeting or by written con- 
sent given without a meeting) of not less than a majority 
of the members of the Board of Trustees or of the 
committee who were not interested persons of the 
Trust. 


(h) The Trust shall set forth all transactions conducted 
pursuant to the exemptive order in its quarterly 
reports filed with the Securities and Exchange 
Commission on Form N-1Q. In addition, information 
as to such transactions shall be contained in the notes 
to the Trust’a published financial statements. 


investment adviser assume the burden of establishing 
that each transaction made pursuant to the exemptive 
order is consistent with the purpose of such order to 
prevent the selection of the Trust’s portfolio securities 
in the interest of such affiliated persons or in the 
interest of underwriters, brokers or dealers, rather 
than in the interest of the Trust’s security holders. 


(i) The officers and directors or the Trust and its e 4 


The Applicants state that, as set forth in Investment 
Company Act Release No. 2797 (December 2, 1958), 
the conditions to the exemption from Section 10(f) 
contained in Rule 10f-3 are designed to permit 
purchases without an exemptive order where the 
circumstances are such as to make it unlikely that the 
purchase will be inconsistent with the protection of 
investors. The Applicants contend in the application 
that the exemption sought from the prohibitions of 
Section 10(f) is consistent with the protection of the 
investors. The Applicants further contend that the 
terms of the exemption sought in the application 
attempt to incorporate the substantive provisions of 
Rule 10f-3 into a framework taking into account the 
realities of Municipal Bond underwritings so as to 
permit effective use of the exemption and at the same 
time making it unlikely that a purchase thereunder will 
be inconsistent with the protection of investors. 


NOTICE IS FURTHER GIVEN that any 307 @® ( 


person may, not later than June 24, 1977 at 5:30 p.m. 
submit to the Commission in writing a request for a 











ther Scio 


0 





hearing on the foregoing matter accompanied by a 
statement as to the nature of his interest, the reason 
for such request and the issues, if any, of fact or law 
proposed to be controverted, or he may request that 
he be notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon the 
Applicants at the address stated above. Proof of such 
service (by affidavit or, in case of an attorney-at-law, 
by certificate) shall be filed contemporaneously with 
the request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order 
disposing of the Application will be issued as of course 
following said date, unless the Commission thereafter 
orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9785/May 31, 1977 


CERTAIN MATTERS CONCERNING INVESTMENT 
COMPANIES INVESTING IN TAX-EXEMPT SECURI- 
TIES 


In order to assist management, directors, and counsel 
in complying with the federal securities laws, the 
Commission is today publishing the views of the 
Division of Investment Management with respect to 
certain regulatory and disclosure matters pertinent to 
companies investing in securities the income from 
which is exempt from federal income taxation 
(‘‘tax-exempt bonds’’). Some of the matters discussed 
are pertinent only to managed tax-exempt bond funds 
(‘‘tax-exempt bond funds’’), others are pertinent to 
unit investment trusts investing in tax-exempt bonds 
as well. 


Diversification 


Inquiry has been made as to whether the term 
‘‘issuer’’ as used in the diversification test set forth in 





Section 5(b) (1) of the Investment Company Act of 
1940 (the ‘‘Act’’) includes states and municipalities 
and their political subdivisions. This inquiry stems 
from the fact that the definitional provisions of Section 
2(a) of the Act do not specifically include such entities. 
However, it is the Division’s view that, notwithstand- 
ing the definition of issuer in Section 2(a) of the Act, 
the context of Section 5(b) (1)' requires that the term 
‘fissuer’’ include for the purpose of such section all 
the issuers of tax-exempt bonds. 


The identification of the issuer for purposes of Section 
5(b) (1) depends on the terms and conditions of the 
security. When the assets and revenues of an agency, 
authority, instrumentality or other political subdivision 
are separate from those of the government creating 
the subdivision and the security is backed only by the 
assets and revenues of the subdivision, such subdi- 
vision would be deemed to be the sole issuer for 
purposes of Section 5(b) (1).2 Similarly, in the case of 


an industrial development bond, if that bond is 
backed only by the assets and revenues of the 
nongovernmental user, then such nongovernmental 
user would be deemed to be the sole issuer for 
purposes of Section 5(b) (1) If, however, in either 
case, the creating government or some other entity 
guarantees a security, such a guarantee would be 
considered a separate security which must be valued 
and included in the 5 percent limitation computation of 
Section 5(b) (1) subject to the limited exclusion 
allowed under Rule 5b-2. 


The uncertainty within the industry as to who is the 
issuer of each tax-exempt bond suggests that there 
may also be confusion among the investing public. 
Therefore, when the term ‘‘issuer’’ is used in the 
prospectus of a tax-exempt bond fund, the prospectus 
should define the term or describe the factors 
considered in the determination of who the issuer is 
for purposes of the diversification test as well as for 
other policies and restrictions of the fund. 


Concentration 


In the Division’s view, the statement of policy required 
by Section 8(b) (1) (E) of the Act as to concentration of 





‘The introductory line of Section 2(a) states that the 
definitions in such section are to apply ‘‘unless the 
context otherwise requires.’’ 


2See the Division’s interpretative response to Drey- 
fus New York Tax Exempt Bond Fund, Inc., dated 
April 15, 1977. 


3See the Divsion’s no-action response to Pennsylvania 
Tax-Free Income Trust dated February 2, 1977. 
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investment in an industry or group of industries is not 
applicable to investments in tax-exempt securities 
issued by governments or political subdivisions of 
governments since such issuers are not members of 
any industry. However, this exclusion does not 
eliminate the requirement for each tax-exempt bond 
fund to disclose its policy on concentration. Such a 
policy would apply to tax-exempt bonds issued by 
non-governmental users as well as to other securities 
to which such policies normally apply. Any intended 
exclusion of government issued tax-exempt bonds 
from such a policy by a fund should be made clear. 


Risk Disclosures 


Notwithstanding the above, it is in the Division’s view 
that when a substantial amount of the assets of either 
a tax-exempt bond fund or a unit investment trust 
investing in tax-exempt bonds are invested in 
securities which are related in such a way that an 
economic, business, or political development or 
change affecting one such security would likewise 
affect the other securities, appropriate disclosure is 
necessary. For example, each investment company 
investing in tax-exempt bonds should disclose whether 
25% or more of its assets are or may be invested in 
securities whose issuers are located in the same state, 
indicating which states. In addition, if a company 
invests or may invest 25% or more of its assets in 
securities the interest upon which is paid from 
revenues of similar type projects, it should disclose 
this fact, identify the type or types of project and 
discuss any economic, business, or political 
developments or changes which would most likely 
affect all projects of that type or types. Such disclosure 
might include, for example, proposed or suggested 
federal or state legislation involving the financing of 
the projects; pending court decisions relating to the 
validity of the projects or the means of financing them; 
predicted or foreseeable shortages or price increases 
of materials needed for the projects; and declining 
markets or needs for the projects. Also, if a company 
invests or may invest 25% or more of its assets in in- 
dustrial development bonds, it should disclose this 
fact. 


Tax Matters 
a. Disclosure of tax status. 


It is the position of the Division that it is misleading 
for tax-exempt bond funds to discuss the federal in- 
come tax-exempt status of their distributions in their 
prospectuses, advertisements, and supplemental sales 
literature unless, to the extent applicable, such a dis- 
cussion is accompanied by disclosure indicating that 
some or all of the distributions may be subject to 
federal, state, and local income taxation; distributions 
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which are exempt from federal taxes may be subject to 
state and local taxation; and that capital gains realized 
by the fund generally will be subject to taxation at 
each level. 


b. Designation of distributions as tax-exempt. 


Paragraph (5) of Section 852(b) of the Internal 
Revenue Code (the ‘‘Code’’) is the provision added by 
the Tax Reform Act of 1976 which allows for the 
‘*flow-through’’ of the tax-exempt status of certain in- 
terest earned and distributed by regulated investment 
companies. Under this section, it appears that each 
company has the power to determine and designate 
the percentage (the ’’designated percentage’’) of each 
distribution which is tax-exempt, subject only to the 
limitation that during the company’s taxable year no 
more can be so designated than the adjusted amount 
actually earned. Notwithstanding the time of 
distribution, the designation does not have to be made 
until 45 days after the end of the company’s taxable 
year. Thus, for a company distributing income more 
frequently than annually, the amount of distribution 
designated as tax-exempt for each period is not 
required by the Code to bear any relationship to the 
actual amount of tax-exempt interest earned during 
that period. There appear to be two reasonable 
methods of making the designation. The company 
could designate as tax-exempt the same percentage of 


the distribution as the actual tax-exempt income 


earned during the period covered by the distribution 
bore to total income earned during the period (‘‘actual 
earned method’’). Alternatively, one designated per- 
centage could be applied uniformly to all distributions 
made during the company’s tax year (‘‘average annual 
method’’). During any fraction of the year, the two 
methods could lead to substantially different results. 


Investment companies which intend to qualify under 
Section 852(b)(5) of the Code should disclose the basis 
which will be used for determining the designated 
percentage of each distribution and the approximate 
time at which such designation will be made. If the 
actual earned method is used, the disclosure should 
indicate that the percentage of the distribution which 
is tax exempt may vary from distribution to 
distribution. If the average annual method is used, the 
disclosure should make.clear that the percentage of in- 
come designated as tax-exempt for any particular dis- 
tribution may be substantially different from the per- 
centage of the company’s income that was tax-exempt 
during the period covered by the distribution. 


c. Capital gains treatment of accrued income at time 
of redemption. 


daily. Some, however, declare dividends on a less 
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Many municipal bond funds are declaring na q 


frequent basis, such as monthly or quarterly. In such 
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cases, it appears that if a shareholder were to redeem 
his shares after the accrual of tax-exempt income 


(i has not yet been the subject of a dividend decla- 
\ t 


ion, that portion of his redemption proceeds which 
represents such accrued tax-exempt income will be 
treated as part of the amount realized for purposes of 
capital gains computations. This amount may, there- 
fore, be taxed at long- or short-term capital gains rates 
although it would have been tax exempt had the fund 
declared it as dividends prior to the redemption. The 
possibility of such a tax consequence should be 
disclosed. Furthermore, the dates on which dividends 
will be declared should be disclosed so shareholders 
know when a redemption can be effected with the least 
possible adverse tax consequences. Moreover, the 
Division believes that Section 36 of the Act may 
require that directors and managements of such funds 
consider the dates of redemptions under any automatic 
withdrawal programs which the fund may have when 
setting dividend declaration dates in order to 
maximize, consistent with the tax-exempt income 
objective of the fund, the amount of income or gain 
which is tax exempt for shareholders under these 
programs. 


Disclosure Relating to Quality Ratings 


Most, if not all, tax-exempt bond funds have as one of 


@: investment policies a policy limiting purchases of 


onds to ones which have been given a published 
quality rating by one of the rating services. Most 
funds having such a policy currently include in their 
prospectuses an appendix which describes the 
criterion for each of the various permissible ratings of 
the bonds in which it may invest. The Division 
encourages the continuation of this practice. 


Funds which have made ratings a part of their invest- 
ment policy apparently have determined that ratings 
are meaningful to investors and that a minimum rating 
policy is highly desirable. However, the significance of 
this policy is largely diluted unless information is pro- 
vided as to the distribution of the portfolio among the 
various ratings. Therefore, tax-exempt bond funds 
which make ratings a part of their investment policy 
should provide information in the prospectus as to the 
distribution of portfolio securities among the various 
permissible ratings. The average percentage of assets 
invested in bonds of each rating over the fund’s last 
fiscal year should be disclosed in the prospectus where 
rating policies are discussed. In addition, issuers may 
wish to include bond rating information in their 


portfolio schedules as is done by many issuers 
currently. 
Names of Tax-exempt Funds 





) mas. 35(d) of the Act in essence prohibits any fund 


from using a name which implies a certain type of in- 


vestment unless such name accurately describes the 
fund’s investment policies. Most tax-exempt bond 
funds have names which suggest that their dis- 
tributions will be exempt from federal income 
taxation. In the Division’s opinion, during periods of 
normal market conditions the percentage of income 
and corresponding distributions which is tax-exempt 
should be very close to 100% for such funds. In 
addition, any such fund should have either a funda- 
mental policy requiring that during periods of normal 
market conditions the fund’s assets be invested so that 
at least 80% of the income will be tax-exempt or a 
fundamental policy requiring that during periods of 
normal market conditions the fund have at least 80% 
of its net assets invested in tax-exempt securities. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9786/May 31, 1977 


ACCOUNTING SERIES 
Rel. No. 219/May 31, 1977 


VALUATION OF DEBT INSTRUMENTS BY MONEY 
MARKET FUNDS AND CERTAIN OTHER OPEN- 
END INVESTMENT COMPANIES 


AGENCY: Securities and Exchange Commission. 
ACTION: Rule Interpretation. 


SUMMARY: The Commission has issued an inter- 
pretation of a rule adopted under the Investment Com- 
pany Act of 1940 (the ‘‘Act’’) indicating, generally, 
that it shall be considered inappropriate under the pro- 
visions of the rule for ‘‘money market’’ funds and 
certain other open-end investment companies to de- 
termine the fair value of debt portfolio securities on an 
amortized cost basis, except in the case of securities 
with remaining maturities of 60 days or less. There 
has been considerable confusion and uncertainty as to 
the appropriate methods to be utilized by ‘‘money 
market’’ funds in valuing their portfolio securities. 
This interpretation should help insure that shares of 
such companies are sold and redeemed at prices re- 
flecting the fair value of the underlying portfolio 
securities. 


EFFECTIVE DATE: Immediately. 
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FOR FURTHER INFORMATION CONTACT: Ken- 
neth S. Gerstein, Esq., Division of Investment 
Management, Securities and Exchange Commission, 
Washington, D. C. 20549 (202-755-0233). 


SUPPLEMENTARY INFORMATION: On April 28, 
1975, there was published for public comment notice 
of a position the Commission proposed to take regard- 
ing the standardization of procedures utlized by 
registered investment companies, including ‘‘money 
market’’ funds, for the valuation of short-term debt 
instruments in their portfolios. [40 FR 18467].' The 
proposed valuation position would have suggested 
‘*marking to market’’ as the most appropriate method 
for valuing any short-term debt securities held by 
registered investment companies and would have 
expressed the belief that it would be desirable for such 
companies to discontinue the ‘‘amortized cost’’ 
method of valuation.” 


Among the public comments with respect to the pro- 
posed position on valuation of short-term debt in- 
struments were those suggesting that: (1) the benefits 
of ‘‘marking to market’’ valuation were small com- 
pared to the attendant costs of such valuation method; 
(2) many ‘‘money market’’ fund shareholders desire a 
valuation method that would achieve a constant asset 
value; and (3) the Commission lacks the authority to 
preciude the use of amortized cost valuation. Other 
commentators suggested that only ‘‘money market’’ 
funds be required to ‘‘mark to market.’’ 


Nevertheless, after consideration and analysis of the 
comments received with respect to the proposal, the 
Commission, for the reasons discussed below, has 
issued this interpretation setting forth its views as to 
the appropriateness of certain methods utilized by 
‘money market’’ funds and certain other registered 
open-end management investment companies to 
determine the fair value of debt securities in their 
portfolios. The interpretation that the Commission has 
issued differs in some repsects from the proposed 
position and is discussed in detail below. The 





‘Investment Company Act of 1940 Release No. 8757, 
April 15, 1975. 


2Id. The release also indicated the Commission’s tenta- 
tive view that money market funds might be permitted to 
portray return by means of a quotation such as ‘‘yeild 
to average life.’’ In Investment Company Act Release 
No. 8816 (June 12, 1975) [40 FR 27492] notice was 
given of proposed guidelines with repsect to 
standardizing money market fund yield quotations. 
Such guidelines would have permitted the use of 
‘*yield to average life’’ quotations. The Commission is 
still considering these matters. 
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Commission expects companies to comply with this 
interpretation at the earliest possible date consistent 


operations, but in any event not later than November 
30,1977. 


with their obligations to avoid disruption of nber@) 
} 


The Commission recognizes that, in the absence of the 
interpretation it has determined today to issue, there 
has been considerable confusion and uncertainty as to 
the appropriate methods to be utilized by ‘‘money 
market’’ funds in valuing their portfolio securities. 
This interpretation should help remove the uncertainty 
and further the objectives of enabling investors in such 
funds to: (1) purchase and redeem their shares at 
prices appropriately reflecting the current value of 
fund portfolio securities; (2) be properly credited for 
any unrealized appreciation or depreciation in such 
portfolio securities; and (3) be provided with 
meaningful and comparable information with which to 
appraise investment returns and the current earning 
ability of ‘‘money market’’ funds. 


Interpretation With Respect to Valuation of Debt 
Instruments By Money Market Funds and Certain 
Other Open-End Investment Companies. 


The Commission is aware that many investment 
companies, including some ‘‘money market’’ funds, 
value short-term debt instruments in their portfolios 
on an amortized cost basis. Under this method of 
valuation, investment companies initially value such 
instruments at their cost on the date of purchase and, if 
the instrument was purchased at a discount, thereafter 
assume a constant proportional increase in value until 
maturity. However, during the period a debt security 
is held, changes in the market rate of interest and 
other factors may affect the price at which that 
security could be sold. As a general principle, the 
longer the remaining maturity of an outstanding debt 
security, the more that price will be affected by such 
interest rate changes. 


The Commission is concerned that the use of the 
amortized cost method is valuing portfolio securities of 
registered investment companies may result in over- 
valuation or undervaluation of the portfolios of such 
companies, relative to the value of the portfolios 
determined with reference to current market factors. 





3In simplified terms, for instruments purchased at a 
discount, the difference between the cost of such an 
instrument at purchase and its maturity value is 
divided by the number of days to maturity and that 
amount is accrued daily as an increase in the value of 
the instrument each day. More precisely, amortized 
cost valuation may be described as cost, adjusted for 
amortization of premium, or for accretion of discount. 


j 





@ | 





@ 





In the case of registered open-end management 
investment companies (‘‘mutual funds’’ or ‘‘funds’’), 
is would mean investors purchasing or redeeming 
: ares could pay or receive more or less than the 
actual value of their proportionate shares of the funds’ 
current net assets. The effect of such sales or 
redemptions may therefore result in inappropriate 
dilution of the assets and returns of existing 
shareholders* 


g 
: 
4 


Although inappropriate valuation of securities could 
cause these effects in various types of funds, the 
position take herein is addressed specifically to the 
case of: (1) ‘‘money market’’ funds, and (2) other 
open-end investment companies that hold a significant 
amount of debt securities, such that the use of the 
amortized cost method is valuing any portion or type 
of these debt securities could have a material impact 
on such funds’ net asset values per share. Generally, 
the Commission would consider the use of a particular 
valuation method to have a material impact if the use 
of that method, as opposed to another method, might 
cause a change of at least one cent in a net asset value 
per share of $10.00.5 The interpretation explained 
below will be applicable to both ‘‘money market’’ 
funds and these other open-end investment 
companies.§ 








)) e:. example, redemptions of shares in a fund which 

as overvalued its portfolio or sales of shares in a fund 
which has undervalued its portfolio could result in the 
dilution of the assets and returns of other investors in 
the fund. The extent of such dilutive effects would be 
dependent upon several factors, including the extent 
of the overvaluation or undervaluation, and the 
proportion of fund shares sold or redeemed at such 
times. 


5Although one cent differences in net asset values per 
share of $10.00 might appear to be insignificant, the 
effects of such differences can be material to the 
decisions of investors when translated into differences 
in rates of return. Moreover, the inequitable effects of 
amortized cost valuation can occur in the case of any 
open-end investment company where a significant 
proportion of a company’s portfolio consists of debt 
securities valued at amortized cost. The extent of such 
inequitable effects will, of course, depend upon 
changes in interest rates and the level of a company’s 
sales and redemptions of shares. 


®See, generally, Accounting Series Release No. 118 

(December 23, 1970) [35 FR 19986], ‘‘Accounting for 

Investment Securities by Registered Investment 

Companies,’’ and Investment Company Act of 1940 

Release No. 7221 (June 29, 1972) [37 FR 12790}, 
) @ 





‘Guidelines for the Preparation of Form N-8B-1, ‘‘as 
hey relate to the valuation of portfolio securities by 
open-end investment companies. 





Generally, ‘‘money market’’ funds are open-end 
investment companies which invest primarily in 
short-term debt instruments. They provide a vehicle to 
permit investors to take advantage of what at times 
may be the higher short-term interest rates earned on 
large investments. Through a pooling of money these 
funds enable the purchase of larger denomination 
instruments than could normally be bought by the 
individual small investor. These funds have also 
attracted investments from corporation, bank trust 
departments, and other institutional investors. 
Another characteristic of money market funds is the 
short-term investment perspective of many share- 
holders. Although the portfolio composition of ‘‘money 
market” funds is variable both in terms of the types of 
securities purchased and their maturities, the 
portfolios of such funds typically include U.S. 
government and government agency issues, certifi- 
cates of deposit, banker’s acceptances, and 
commercial paper. 


Section 22(c) [15 U.S.C. 80a-22(c)] of the Act [15 
U.S.C. 80a-1 et seq.], by reference to Section 22(a) [15 
U.S.C. 80a-22(a)] of the Act, authorizes the 
Commission to adopt rules prescribing, inter alia, 
methods for computing the minimum purchase price 
and maximum redemption price of redeemable 
securities issued by a registered investment company: 


***for the purpose of eliminating or reducing so far 
as reasonably practicable any dilution of the value of 
other outstanding securities of such company or any 
other result of ... purchase, redemption, or sale 
which is unfair to holders of such other outstanding 
securities .... 


Section 2(a) (41) [15 U.S.C. 80a-2(a) (41)] of the Act 
defines ‘‘value’’, as here relevant, to mean: 


(B) . . . (i) with respect to securities for which market 
quotations are readily available, the market value of 
such securities; and (ii) with repsect to other 
securities and assets, fair value as determined in good 
faith by the [registered investment company’s] board 
of directors. ... 


Rule 2a-4 [17 C F R 270.2a-4] promulgated under the 
Act provides, in part, that the ‘‘current net asset 
value’’ of a redeemable security issued by a registered 
investment company used in computing its price, for 
the purposes of distribution and redemption, means: 


***an amount which reflects calculations. . . made 
substantially in accordance with the following, with 
estimates used where necessary or appropriate: 


(1) Portfolio securities with respect to which market 
quctations are readily available shall be valued at 
current market value, and other securities. . . shall be 
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valued at fair value as determined in good faith by the 
board of directors. ... 


Now that both the Commission and the money market 
fund industry have had the benefit of experience with 
this relatively new investment product, and to help 
insure that shares of such funds are sold and 
redeemed at prices reflecting the current market or 
fair value of such funds’ portfolio securities, the 
Commission has concluded that is shall prospectively 
consider it inconsistent with the provisions of Rule 
2a-4 for a money market fund to determine the fair 
value of debt securities which mature at a date more 
than 60 days subsequent to the valuation date on an 
amortized cost basis. 


Although debt securities with remaining maturities in 
excess of 60 days should not be valued at amortized 
cost, the Commission will not object if the board of 
directors of a money market fund, in good faith, 
determines that the fair value of debt securities 
originally purchased with remaining maturities of 60 
days or less shall be their amortized cost value, unless 
the particular circumstances dictate otherwise.” Nor 
will the Commission object if, under similar circum- 
stances, the fair value of debt securities originally 
purchased with maturities of in excess of 60 days, but 
which currently have maturities of 60 days or less, is 
determined by using amortized cost valuation for the 
60 days prior to maturity, such amortization being 
based upon the market or fair value of the securities 
on the 61st day prior to maturity.® 


The Commission believes that money market funds 
and those other companies to which this interpretation 
is applicable should value debt securities with greater 
than 60 days remaining to maturity based upon 
current market quotations if readily available or, if 
such quotations are not readily available, in such a 
manner as to take into account any unrealized appre- 
ciation or depreciation due to changes in interest rates 
and other factors which would influence the current 





7The fair value of securities with remaining maturities 
of 69 days or less may not always be accurately 
reflected through the use of amortized cost valuation, 
due to an impairment of the creditworthiness of an 
issuer, or other factors. In such situations, it would 
appear to be incumbent upon the directors of a fund to 
recognize such factors and take them into account in 
determining ‘‘fair value.’’ 


8A fund also may use amortized cost valuation for a 
period less than 60 days prior to maturity, in which 
case the principles indicated above would also be 
applicable. 
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fair values of such securities? These methods are 
sometimes referred to as “marking to market.” In 


interest rates and other factors, the board of director 
of a money market fund may, of course, utilize 
whatever method it determines in good faith to be 
most appropriate.’ The method utilized could be based 
in part, for example, upon quotations by dealers or 
issuers for securities of similar type, quality and 
maturity. 


determining ‘‘fair value’’ by reference to rector) 


Except in the circumstances delineated above, the 
Commission believes that, in view of the experience 
which has now been gained with respect to the 
characteristics of money market funds, the use of the 
amortized cost method of valuation by a money market 
fund cannot in the future represent a ‘‘good faith’’ 
effort to determine the ‘‘fair value’’ of portfolio 
securities for purposes of Rule 2a-4; such valuation 
fails to consider the impact of market factors 
subsequent to the date a debt security is purchased on 
the value of such security. Moreover, the probabiltiy 
that amortized cost vaiuation will not approximate 
‘*fair value’ is progressively greater for securities of 
increasingly longer maturities. The Commission 
believes that the use of amortized cost valuation by 
money market funds in valuing securities with 
remaining maturities in excess of 60 days is not an 


appropriate estimate of market value or ‘‘fair value’’ | 
and further that, because alternative vaiuatio i 


procedures which consider market factors are 
available, use of amortized cost valuation under such 
circumstances as an estimate is not necessary. This 
standard should help insure that fund shares are sold 





9In Accounting Series Release No. 118, note 6, supra, 
the Commission stated that: 


As a general principle, the current ‘fair value’ of an 
issue of securities being valued by the Board of 
Directors would appear to be the amount which the 
owner might reasonably expect to receive for them 
upon their current sale. 


In that release, the Commission notes various factors 
that might be considered in arriving at ‘‘fair value’, 
which factors included: 


yield to maturity with respect to debt issues... an 
evaluation of the forces which influence the market in 
which these securities are purchased and sold. . . [and 
the] price and extent of public trading in similar 
securities of the issuer or comparable companies, and 
other relevant matters. 


10See note 6 supra. 
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and redeemed at prices reflecting the appropriate 
proportionate share of funds’ current net assets, and 


turns of existing shareholders. 


( inimize the potential for dilution of the assets and 
6: 

H 
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The Commission is also of the view that money market 
fund shareholders should be accurately credited with 
the effects of any unrealized appreciation or 
depreciation that may occur when the value of a fund’s 
portfolio fluctuates. If such effects are not reflected in 
either a fund’s net asset value or its distributions to 
shareholders, as a practical matter the result would be 
a situation analogous to that which would exist if 
amortized cost valuation were used, and similar 
dilutive effects could occur. Such may be the case, for 
example, where a money market fund ‘‘marks to 
market,” but declares a daily dividend of accrued 
interest income and reflects any remaining unrealized 
appreciation or depreciation in a ‘‘floating’’ net asset 
value of $1.00 nominal value per share, rounded to the 
nearest cent. Under these circumstances, unrealized 
capital changes, which could materially affect the 
value of such fund’s portfolio, would ordinarily not be 
of sufficient magnitude to cause the net asset value to 
change by one cent. The effects of unrealized appre- 
ciation and depreciation, in the case of a fund with a 
‘‘floating’’ $1.00 net asset value per share, would 
generally appear in the third and fourth decimal 
laces, and when rounded to the third decimal place 
i.e., tenths of one cent) would still not have a one cent 
impact on the net asset value. Moreover, if such a one 
cent change should occur, dilution may also result, 
since a relatively small change in net asset value 
would cause a larger change in the computed net asset 
value per share due to rounding. For example, if in the 
type of fund described above the net asset value was 
calculated accurately to three decimal places, were a 
change in net asset value from $1.004 to $1.006 to 
occur, such change of $.002 would cause the net asset 
value, when rounded to the nearest cent, to change by 
one full cent. 


To alleviate these results and insure that shareholders 
are more properly credited for capital appreciation or 
depreciation, the Commission believes that any money 
market fund which reflects capital changes in its net 
asset value per share should calculate, and utilize for 
purposes of sales and redemptions, a current net asset 
value per share with an accuracy of one-tenth of one 
percent (equivalent to the nearest one cent on a net 
asset value of $10.00).'' Any less precise calculation by 





Such calculation is applicable only with respect to 


heir distributions to shareholders all capital changes. 


; those money market funds which do not include in 


If such a fund had a net asset value of $10.00 per 
share, it would be appropriate to calculate its current 


such a fund might have the effect of masking the 
impact of changing values of portfolio securities and 
therefore might not “reflect” the fund’s calculations 
persemning to its portfolio valuation as required by Rule 
2a-4.' 


Boards of directors of money market funds and those 
other funds referred to above should consider and 
re-evaluate current fund pricing practices in light of 
the positions expressed herein. In this regard, the 
Commission recognizes that such consideration may 
result in decisions by some funds to make various 
modification of their valuation and distribution 
practices. To avoid any sudden changes in net asset 
values some funds might wish to effect a gradual 
transition to new valuation methods. Moreover, some 
time may be necessary to take the action necessary to 
adopt new dividend policies or other measures 
designed to implement the views expressed herein. 
Therefore, to allow adequate time for planning and 
effecting orderly transitions, the Commission, as noted 
above, expects companies to comply with this 
interpretation by no later than November 30, 1977. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


May 31, 1977 





INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9787/June 2, 1977 


SEE 


SECURITIES ACT OF 1933 
Rel. No. 5830/June 2, 1977 








net asset value accurately to one tenth of a cent, 
rounded to the nearest one cent. If such a fund had a 
net asset value per share of $1.00 it would be 
appropriate to calculate its current net asset value 
accurately to the nearest one hundredth of one cent, 
rounded o the nearest one tenth of one cent. 


'2See note 5, supra. 
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INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9788/ June 1, 1977 


In the Matter of 
INVESTORS SYNDICATE OF AMERICA, INC. 
and 


IDS PROPERTIES, INC. 
IDS Tower 
Minneapolis, Minnesota 55402 


(812-4127) 


NOTICE OF FILING OF APPLICATION PURSUANT 
TO SECTION 17(d) OF THE ACT AND RULE 17d-1 
THEREUNDER. 


NOTICE IS HEREBY GIVEN that Investors Syndicate 
of America, Inc. (‘‘Investors’’), a face-amount 
certificate company registered under the Investment 
Company Act of 1940 (the ‘‘Act’’) and a wholly-owned 
subsidiary of Investors Diversified Services, Inc. 
(‘‘IDS’’), and IDS Properties, Inc. (‘‘Properties’’), also 
a wholly-owned subsidiary of IDS _ (collectively 
‘*Applicants’’), filed an application on April 21, 1977, 
and an amendment thereto on May 9, 1977, pursuant 
to Section 17(d) of the Act and Rule 17d-1 thereunder, 
for an order of the Commission permitting Investors to 
consent to the sale of certain real estate by Properties 
and the assumption of certain mortgages and notes by 
the buyer. All interested persons are referred to the 
application on file with the Commission for a 
statement of the representations contained therein, 
which are summarized below. 


Applicants state that Investors has been engaged in 
the business of issuing face-amount certificates since 
1941. At December 31, 1976, Investors had cash and 
qualified investments of approximately $1,066 million, 
including certain real estate loans evidenced by notes 
(‘‘Investors Notes’’), secured by three mortgages 
(‘‘Investors Mortgages’’) on certain real estate located 
in Minneapolis, Minnesota and known as_ the 
Northstar Center. The Investors Notes bear interest at 
the rate of 5.75% per annum, and the principal and 
interest are payable in quarterly installments 
continuing through October 1, 1991. The Investors 
Mortgages provide that the subject property may be 
sold or transferred by the mortgagors only with the 
mortgagee’s written consent. The terms of each of the 
Investors Mortgages are virtually identical, and a 
default under any one of the mortgages would 
constitute a default under the others. 


Applicants represent that Properties leases office, 
retail and other commercial space, and operates hotel 
and hotel-related facilities, in buildings owned by it in 
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downtown Minneapolis. In 1968, Properties acquired 
ownership of the Northstar Center and certain other 
real estate interests in Minneapolis and agreed tg 
assume the Investors Mortgages and Notes. ID ) 
Properties Management Co. (‘‘Management’’), a 
wholly-owned subsidiary of Properties, provides 
maintenance and hotel services on buildings owned by 
Properties as well as certain buildings not owned by 
Properties. 








Applicants also state that, on March 17,1977, 


i 
Properties entered into a contract (the ‘‘Sales f a 
Agreement’’) with Oxford Development Minnesota, a 
Inc. (‘‘Oxford’’), a Minnesota corporation not affiliated 

with Investors or Properties, for the sale of the " 
Northstar Center and also certain property known as : 
the Baker Block, including both the real estate . 
interests of Properties therein and certain related ‘ 
personal property used in the operation of the rs 


property, for a purchase price of approximately $67 
million. 


The Sales Agreement provides for a closing on July 1, 
1977 and for the payment at the closing by Oxford of 
$26.4 million in cash and the assumption by Oxford of 
certain liabilities of Properties, including the Investors 
Notes. Applicants represent that the principal amount 
of the Investors Notes at July 1, 1977 is expected to be 
$18,812,745.58. The Sales Agreement further provide 
that Properties will use its best efforts to obtain th 
consent of Investors to the sale and to obtain the order 
of the Commission requested in this Application. 
Moreover, the Sales Agreement makes the consent of 
Investors a condition precedent to the closing. 





Applicants further represent that Oxford is a 
wholly-owned subsidiary of Oxford Development 
Group LTD. (‘‘Oxford Canada’’), a Canadian real Ci 
estate development and management company; and h 
pursuant to the Sales Agreement, the obligations S| 
assumed thereunder by Oxford, including the I 


Investors Notes and Mortgages, will be fully and 
unconditionally guaranteed by Oxford Canada. 
Applicants state that Oxford Canada owns mixed-use 
real estate developments in Toronto, Winnipeg, 
Edmonton and Calgary, together with major shopping 
centers in eastern Canada. In addition, it has acquired 
development interests in Denver and Colorado 
Springs, Colorado; Phoenix, Arizona; and Lake Buena 
Vista, Florida. Oxford Canada’s financial statements 
for the year ended March 31, 1976 show gross assets 
of $474,800,000, shareholder equity of $46,558,000, 
and net income of $3,033,000. 


Applicants further represent that Oxford is currently 
negotiating with Properties for the acquisition o 
Management. Applicants state that if such . ] 
acquisition is concluded, Oxford would undertake th 
management of the IDS Center in addition to the 











properties it would acquire under the Sales Agreement 
and other buildings not owned by Properties which are 

@currently managed by Management. Applicants note 
( hat in view of Properties’ announced intention to sell 
the Northstar Center and Baker Block, it will be in the 
best interests of Investors if the ownership of the 
Northstar Center is vested in a party willing and able 
to manage a significant amount of property in 
Minneapolis. 


Applicants finally represent that in the event the 
above proposed sales of the Baker Block, the Northstar 
Center and Management are consummated, Properties 
will have substantially no remaining business except 
ownership of the IDS Center. In that event, Applicants 
state that it is probable that Properties will be merged 
into IDS in a short-term merger in order to utilize 
Properties’ Minnesota tax loss carry-forward. Such a 
merger would result in IDS becoming obligated on the 
Investors Notes in the place of Properties. 


Rule 17d-1, adopted by the Commission pursuant to 
Section 17(d) of the Act, provides, in pertinent part, 
that no affiliated person of any registered investment 
company and no affiliated person of such a person 
acting as principal, shall participate in, or effect any 
transaction in connection with any joint enterprise or 
ther joint arrangement in which such registered 
company is a _ participant unless an application 
regarding such joint enterprise or arrangement has 
been filed with the Commission and has been granted 
by an order. A joint enterprise or other joint 
arrangement as used in this Rule is any written or oral 
plan, contract, authorization or arrangement, or any 
practice or understanding concerning an enterprise or 
undertaking whereby a registered investment 
company, or any affiliated person of such a person, 
have a joint or a joint and several participation, or 
share in the profits of such enterprise or undertaking. 
In passing upon such application, the Commission will 
consider whether the participation of such registered 
investment company in such joint enterprise or joint 
arrangement on the basis proposed is consistent with 
the provisions, policies and purposes of the Act, and 
the extent to which such participation is on a basis 
different from or less advantageous than that of other 
participants. 


Under Section 2(a) (3) (c) of the Act, an affiliated 
person of another person includes any person under 
common control with another person. Accordingly, 
because Investors and Properties are both controlled 
by IDS, Properties is an affiliated person of Investors, 
a registered investment company. Therefore, the sale 

by Properties of the Northstar Center and the consent 
©: Investors thereto may be deemed to constitute a 

*‘joint enterprise or other joint arrangement’’ in which 
a registered investment company and an affiliated 


person thereof are participants, within the meaning of 
Section 17(d) and Rule 17d-1. 


Applicants state that Investors’ chief concern in 
responding to a request for consent to a sale of 
property on which it holds mortgages is that Investors’ 
security be protected. Investors has determined that 
this concern is best satisfied by an examination of the 
prospective purchaser, including its operating 
expertise, financial strength and business reputation. 
If it is satisfied as to these attributes of the prospective 
purchaser and is assured that its existing rights of 
recourse will not be impaired, Investors’ lien of its 
mortgages. While Investors may have the right in 
some jurisdictions, to withhold its consent or to 
condition its consent upon a modification of the terms 
of the mortgage loan (such as an increase in the 
interest rate), Investors believes that such a practice 
might adversely affect its reputation as a lender, thus 
impairing its ability to obtain future desirable 
investment opportunities. Applicants represent that 
Investors has reviewed the operating expertise, finan- 
cial strength and business regulations of Oxford 
Canada, and that both the management and directors 
of Investors. are satisfied that granting of the 
requested consent is in the best interests of Investors, 
and consistent with current practice of Investors. 


Applicants also represent that the sale of the Northstar 
Center by Properties to Oxford will not impair 
Investors’ security for the Investors’ Notes or the 
value of such notes. Applicants state that, in addition 
to Investors retaining its mortgage on the Northstar 
Center, its security will be substantially increased by 
having Oxford’s undertaking to pay the Investors’ 
notes and Oxford Canada’s guarantee thereof, and 
having IDS with $290 million in shareholder’s equity 
as of December 31, 1976, substituted for Properties 
(with a shareholder’s equity of $25 million as of the 
same date) as obligor on the Investors Notes as a 
result of the proposed merger between IDS and 
Properties. Thus, Applicants argue that the sale of the 
Northstar Center to Oxford will in no way diminish, 
but in fact will augment, the security for the Investors 
Notes. 


Additionally, Applicants represent that the Investors 
Notes are seasoned investments and their historical 
performances and ample security make them 
exceptionally sound and suitable investments. 
Moreover, the Investors Notes serve to reduce the 
Minnesota taxes assessed against Investors with 
respect to its net worth. A decision by Investors to 
withhold consent to the sale of the Northstar Center, 
which precipitated a prepayment of the Investors 
Notes, would require Investors to obtain suitable 
substitute Minnesota investments, which may not be 
readily available, or to pay Minnesota taxes equal to 
about 4% of the unreplaced amount of the investment. 
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Applicants further submit that Investors’ consent to 
the proposed sale of the Northstar Center will not 
adversely affect Investors’ face-amount certificate- 
holders. Since the face-amount certificate entitles its 
holders to a fixed return on their investment and does 
not represent an equity interest in Investors, the 
interests of the certificateholders are best served by 
the maintenance of well-secured and seasoned 
investments. If prepayment of the Investors Notes was 
precipitated by withholding consent to the sale, a 
hypothetical substitute investment at a higher rate or 
return would be unnecessary to secure Investors’ 
obligations to tis certificateholders and not result in 
any pracical benefit to them. As evidence of this fact 
Applicants point out that, as of December 31, 1976, 
Investors had cash and qualified investments totalling 
approximately $120 million more than Investors was 
required to maintain pursuant to Section 28(b) of the 
Act. 


The Board of Directors of Investors, at a Special 
Meeting held on April 18, 1977, attended by a majority 
of its directors who are not ‘‘interested’’ persons of 
Investors or Properties (as defined in Section 2(a) (19) 
of the Act) accordingly authorized the consent by 
Investors to the sale of the Northstar Center pursuant 
to the Sales Agreement subject to the granting of the 
order of the Commission requested in this Application. 
The directors of Investors determined that Investors’ 
consent to the sale of the Northstar Center is in 
Investors’ best interests, consistent with Investors’ 
current practice, and not detrimental to the interests 
of the certificateholders of Investors. 


In light of the foregoing, Applicants submit that 
Investors’ consent to the sale of the Northstar Center 
and the assumption of the Investors Mortgages and 
Notes by Oxford is consistent with the provisions, 
policies and purposes of the Act, and that, although 
Investors, as mortgagee, and Properties, as 
mortgagor, are participating in the transaction on 
different bases, such differences are not significant 
because Investors’ participation is not on a basis less 
advantageous than that of other participants. 


Accordingly, Applicants request an order from the 
Commission pursuant to Section 17(d) of the Act and 
Rule 17d-1 thereunder permitting Investors’ consent to 
the sale of the Northstar Center by Properties and the 
assumption of the Investors Mortgages and Investors 
Notes by Oxford. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 27, 1977, at 5:30 
p.m., submit to the Commission in writing a request 
for a hearing on the matter accompanied by a state- 
ment as to the nature of his interest, the reasons for 
such request, and the issues, if any, of fact or law pro- 
posed to be controverted, or he may request that he be 
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notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchan 
Commission, Washington, D.C. 20549. A copy of su 
request shall be served personally or by mail upon 
Applicants at the address stated above. Proof of such 
service (by affidavit, or in case of an attorney-at-law, 
by certificate) shall be filed contemporaneously with 
the request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter 
orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9789/ June 1, 1977 


In the Matter of 


THE JAPAN FUND, INC. 
1 Rockefeller Plaza 
New York, New York 10020 


(812-3946) 


NOTICE OF FILING OF APPLICATION FOR AN 
ORDER PURSUANT TO SECTION 10(f) OF THE ACT 


NOTICE IS HEREBY GIVEN that The Japan Fund, 
Inc. (‘‘Applicant’’), a closed-end, diversified manage- 
ment company registered under the Investment 
Company Act of 1940 (‘‘Act’’), filed an application 
on April 26, 1976, and amendments thereto on 
December 30, 1976, January 25, 1977, and March 7, 
1977, for an order of the Commission pursuant to 
Section 10(f) of the Act to permit Applicant to 
purchase securities from underwriting syndicates of 
which an affiliated person of its sub-adviser is a 
member. All interested persons are referred to the 
application on file with the Commission for 


statement of the representations made therein,  @ 





are summarized below. 
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Applicant represents that Asia Management Corpora- 
tion, a Delaware corporation (‘‘Management’’), has 


d that Nikko Research Center, Ltd., a Japanese 
orporation (‘‘Research’’), has been its sub-adviser 
since 1975. It states that Research, which provides 
Management with investment information, recommen- 
dations and advice, is a wholly-owned subsidiary of 
The Nikko Securities Co., Ltd., a Japanese corporation 
(‘‘Securities’’), which from 1961 until 1974 served as 
Applicant’s sole investment adviser. Applicant 
submits that Securities is one of the major securities 
firms in Japan. Applicant states that its policy has 
been to invest at least 80% of its total assets in 
Japanese securities, consisting principally of common 
stocks. 


é its investment adviser and manager since 1974, 


Section 10(f) of the Act in part states, with certain 
exception not relevant hereto, that no registered 
investment company shall knowingly purchase or 
otherwise acquire, during the existence of any 
underwriting or selling syndicate, any security of 
which a principal underwriter is an investment adviser 
of such company or is a person of which any such 
investment adviser is an_ affiliated person.The 
Commission, by rules and regulations upon its own 
motion or by order upon application, may conditionally 
or unconditionally exempt any transaction or classes of 


and to the extent that such exemption is consistent 
with the protection of investors. 


are to ine from any of the provisions of Section 10(f) 


Applicant represents that since Securities is an affil- 
iated person of Research, Applicant is prohibited by 
Section 10(f) from knowingly purchasing securities 
during the existence of an underwriting syndicate any 
security of which Securities is a principal underwriter. 
Applicant states that Securities is involved in almost 
every underwritten offering of securities in Japan, and 
therefore it loses opportunities to purchase equity and 
debt securities at favorable prices, because such 
public offerings typically are sold at discounts from 
market prices. 


Rule 10f-3 under the Act exempts such transactions 
from the provisions of Section 10(f) if specified 
conditions are met. Included among such conditions 
are that the securities to be purchased are part of an 
issue effectively registered under the Securities Act of 
1933, and that such securities have been authorized or 
approved in the manner specified in paragraph (g) of 
the rule. 


Applicant requests an order of the Commision to 
permit it to purchase securities in transactions 
otherwise prohibited by Section 10(f) of the Act, if: (1) 
he securities are the subject of a notification which 
as become effective under the Securities and 
Exchange Law of Japan and a prospectus required by 


the laws of Japan is reviewed by a member of the 
Board of Directors of Management, or a committee 
thereof, making the determination specified in 
paragraph (g) of Rule 10f-3; (2) the requirements of 
paragraphs (a) through (g) of Rule 10f-3 under the Act 
are satisfied, with the exception only of the 
requirement regarding registration under the Secu- 
rities Act of 1933; and (3) a statement of the trans- 
action clearly indicating compliance with such order is 
filed with the Commission within 30 days after 
consummation of each such transaction. 


Applicant represents that, before it is finally 
committed to make any purchase pursuant to the 
requested order, a director of Management will review 
a copy of the Japanese Prospectus relating to the 
offering. It states that the Directors of Management 
who participate most actively in investment decisions 
are familiar with and can translate Japanese financial 
statements-and that the review of the remainder of the 
Japanese Prospectus will be through an oral trans- 
lation and a brief summary (by a person who is not an 
affiliated person of Securities or Research) of the 
material facts disclosed in the Prospectus which are 
considered to be necessary to arrive at an informed 
investment decision. 


Applicant states that it has been advised that in 
Japanese underwritings of common stock the 
obligation of the underwriters are several and not 
joint; and that, in addition, issuers or underwriters 
sometimes request that a portion of such shares be 
allotted to one or more dealers for resale to the public 
through informal arrangements whereby a portion of 
the underwriting discount is passed along to the 
dealers. It believes that it will be able to satisfy the 
requirements of paragraph (f) of Rule 10f-3, which 
requires that Applicant not purchase such securities 
directly or indirectly from Securities, by purchasing 
common stock from an underwriter other than 
Securities or from a dealer who has not been alloted 
shares from Securities’ commitment. 


Applicant further states that it has been advised that 
in Japanese underwritings of covertible debentures or 
other debt securities there are a large number of 
underwriters who form a syndicate and that the 
obligations of such underwriters are joint and several. 
Applicant represents that it will not purchase 
convertible debentures or debt securities pursuant to 
the requested order unless this practice is changed, or 
unless an exceptional case arises so that the 
obligations of the underwriters are several and not 
joint; and that in such instance it will be able to satisfy 
the requirements of paragraph (f) of Rule 10f-3 by 
purchasing securities from an underwriter other than 
Securities or from a dealer who has not been allotted 
securities from Securities’ commitment. 
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Applicant submits that it is aware of the decision of 
the United States District Court for the Southern 
District of New York entitled Papi/sky v. Berndt, et al., 
No. 71 Civ. 2534 (June 24, 1976) and has requested its 
Japanese attorneys to make an_ investigation of 
whether there is any possibility under Japanese law 
for its ‘‘recapturing’’ any portion of underwriting 
commissions in respect of purchases pursuant to the 
requested order. It states that the results of this inves- 
tigation will be presented to its Board of Directors, 
and in particular to the directors who are not 
interested persons of Applicant, so that the Board may 
conclude whether or not it is in Applicant’s best 
interests to seek recapture under any method which 
such counsel advises would be lawful in Japan. 
Applicant undertakes to notify the Commission of the 
results of this investigation and the Board’s con- 
ctusions within six months of the Commission’s 
granting the requested order, and agrees that during 
the period before such notification to the Commission 
any order placed with underwriters for the purchase of 
securities will be at a price which represents a 
discount from the then prevailing market price for the 
security. 


Applicant asserts that the requested exemption is 
consistent with the protection of investors. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 26, 1977, at 5:30 
p.m., subrr** tc the Commission in writing a request 
for a hearing on the matter accompanied by a 
statement as to the nature of his interest, the reason 
for such request, and the issuers, if any, of the fact or 
law proposed to be controverted, or he may request 
that he be notified if the Commission shall order a 
hearing thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicant at the address stated above. Proof of such 
service (by affidavit, or in case of an attorney-at-law, 
by certificate) shall be filed contemporaneously with 
the request. As provided by Rule 0-5 of the Rules 
promulgated under the Act, an order disposing of the 
application will be issued as of course following said 
date unless the Commission thereafter orders a 
hearing upon request or upon the Commission’s own 
motion. Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices 
and orders issued in this matter, including the date of 
the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9790/June 1, 1977 


In the Matter of > 


MASSACHUSETTS MUTUAL LIFE INSURANCE 
COMPANY 


and 


MASSMUTUAL CORPORATE INVESTORS, INC. 
1295 State Street 
Springfield, Massachusetts 01111 


(812-4120) 


ORDER PURSUANT TO SECTION 17(b) OF THE ACT 
EXEMPTING A PROPOSED TRANSACTION FROM 
SECTION 17(a) OF THE ACT. 


Massachusetts Mutual Life Insurance Company 
(“Insurance Company”), a mutual life insurance 
company organized under the laws of the 
Commonwealth of Massachusetts, and MassMutual 
Corporate Investors, Inc. (“Fund”), a closed-end, 


non-diversified, management investment compa 
registered under the Investment Company Act of Ec ) 


(“Act”), filed an application on April 6, 1977, and a 
amendment thereto on May 3, 1977, for an order of the 
Commission, pursuant to Section 17(b) of the Act, 
exempting from the provisions of Section 17(a) of the 
Act a proposed sale by the Insurance Company (the 
Fund’s investment adviser) to the Fund of $1,095,000 in 
principal amount of an issue of 101%2% Subordinated 
Notes due 1987 and $405,000 in principal amount of an 
issue of 10%2% Convertible Subordinated Notes due 
1989 of WellTech, Inc. (hereinafter referred to 
collectively as “WellTech Notes”). 


On May 5, 1977, a notice was issued (Investment 
Company Act Release No. 9755) of the filing of said 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as 
of course unless a hearing should be ordered. No 
request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter has been considered, and it is found, on the 
basis of the information stated in the application, that 
the terms of the proposed transaction, including the 
consideration to be paid, are reasonable and fair and 
do not involve overreaching on the part of any person 


consistent with the policy of the Fund and with t 
general purposes of the Act. Accordingly, 


concerned, and that the proposed transaction 3 
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IT IS ORDERED, pursuant to Section 17(b) of the Act, 
that the proposed sale of WellTech Notes to the Fund 


tion 17(a) of the Act. 


‘ and hereby is, exempted from the provisions of 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9791/June 1, 1977 


In the Matter of 

AXE-HOUGHTON INCOME FUND, INC. 
AXE-HOUGHTON FUND B, INC. 
AXE-HOUGHTON STOCK FUND, INC. 


and 


@.: SECURITIES CORPORATION 


400 Benedict Avenue 
Tarrytown, New York 10591 


(812-4000) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM THE PROVISIONS 
OF SECTION 22(d) OF THE ACT. 


On May 6, 1977, a notice was issued (Investment 
Company Act Release No. 9757) of an application filed 
on August 2, 1976, and amendments thereto on 
November 8, 1976, January 24, 1977, and April 18, 
1977, by Axe-Houghton Income Fund, Inc,. 
Axe-Houghton Fund B. Inc., and Axe-Houghton Stock 
Fund, Inc. (‘‘Funds’’), each of which is registered 
under the Investment Company Act of 1940 (‘‘Act’’) as 
a_ diversified, open-end management investment 
company, and Axe Securities Corporation (‘‘Axe 
Securities’’) (collectively, the ‘‘Applicants’’), the 
principal underwriter of each of the Funds, for an 
order of the Commission pursuant to Section 6(c) of 
the Act exempting Applicants to the extent specified 
therein from the provisions of Section 22(d) of the Act. 


The requested order of the Commission would permit 


@::: shareholders to redeem some or all of their Fund 


hares, deposit the proceeds thereof in a special 
savings account to be established with the Funds’ 


transfer agent and custodian (The First Jersey 
National Bank), and subsequently reinvest amounts so 
deposited which have remained continuously on 
deposit in the account (plus interest credited thereon) 
in shares of one of the Funds at the then current net 
asset value without paying a sales charge. 


The notice gave interested persons an opportunity to 
request a hearing, and stated that an order disposing 
of the application would be issued as of course unless 
a hearing should be ordered. No request for a hearing 
has been filed and the Commission has not ordered a 
hearing. 


The matter has been considered, and it is found that 
the granting of the requested exemption is appropriate 
in the public interest and consistent with the 
protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 
Accordingly, 


IT 1S ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from Section 22(d) 
of the Act, to the extent requested, be, and hereby is, 
granted effective forthwith. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9792/June 1, 1977 


In the Matter of 
AETNA FUND, INC. 
AND 


AETNA FINANCIAL SERVICES, INC. 
151 Farmington Avenue 
Hartford, CT 06156 


(812-3934) 


NOTICE OF APPLICATION PURSUANT TO SECTION 11 
OF THE ACT FOR AN ORDER APPROVING OFFERS OF 
EXCHANGE AND PURSUANT TO SECTION 6(c) OF 
THE ACT FOR AN ORDER OF EXEMPTION FROM 
SECTION 22(d) 


NOTICE iS HEREBY GIVEN that AEtna Fund, Inc. 
(‘‘Fund’’), a diversified, open-end management 
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investment company registered under the Investment 
Company Act of 1940 (‘‘Act’’) and AEtna Financial 
Services, Inc. (‘‘Financial’’), a Connecticut corporation 
which serves as the Fund’s principal underwriter and 
investment adviser and is a wholly-owned subsidiary 
of AEtna Life and Casualty Company (‘‘AEtna’’), filed 
an application on March 24, 1976 and amendments 
thereto on April 28, 1977 and May 17, 1977, pursuant 
to Section 11 of the Act for an order approving offers 
of exchange and pursuant to Section 6(c) of the Act for 
an order granting an exemption from Section 22(d) of 
the Act. All interested persons are referred to the 
application on file with the Commission for a state- 
ment of the representations contained therein, which 
are summarized below. 


Applicants state that the Fund is offered in 
combination with a group annuity contract of AEtna 
Life Insurance Company (‘‘AEtna Life’’), a wholly- 
owned subsidiary of AEtna, called ‘‘Multivestor’’ to 
trustees of employee benefit plans (excluding H.R. 10 
plans) which meet the requirements for qualification 
under Section 401 of the Internal Revenue Code of 
1954, as amended. The Multivestor annuity contract 
provides both general and separate account accumu- 
lation facilities and annuity and lump sum distribution 
facilities. Plan contributions directed to the general 
account by the trustees at the request of plan partic- 
ipants or otherwise pursuant to the provisions of the 
plan accumulate at rates of interest which may change 
from year to year. The separate account accumulation 
facility, available only through the Multivestor annuity 
contract, is a pooled AEtna Life unregistered separate 
account and is similar to a balanced fund investing in 
both common stock and fixed income securities. An 
employee benefit plan which utilizes the Multivestor 
annuity contract as an accumulation facility may also 
elect to contribute plan assets to the Fund pursuant to 
the provisions of the plan. 


A ‘‘basic service charge’’ is ‘imposed on aggregate 
annual contributions made to the Multivestor accumu- 
lation facilities (including the Fund) by an employee 
benefit plan. The basic service charge covers both 
administrative and sales expenses, including com- 
missions paid to salesmen which do not exceed 3%. 
The basic service charge schedule is as follows:. 


Net Deposits 
to Multivestor 
accumulation 


With 
AEtna 


Without 
AEtna 





facilities recordkeeping recordkeeping 
First $ 25,000 8 % 4% 
Next $ 25,000 4% 4% 
Next $ 50,000 2.5% 2.5% 
Next $400,000 1% 1% 
Over $500,000 0.25% 0.25% 
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Reductions in the basic service charge are provided in 
special situations involving reduced sales compen- 
sation. Generally, depending on the terms of the 


particular plan, the service charge is paid by H 


employer and is not deducted from contributions to t 
accumulation facilities. The service charge makes no 
distinction with respect to how plan contributions are 
allocated among the available accumulation facilities. 
Applicants represent that sales compensation to 
agents, brokers, consultants, and others is not in- 
fluenced by such allocations, and salespersons have no 
incentive to influence the direction of contributions to 
particular accumulation facilities. 


The normal Fund sales load of 842% of the offering 
price for sales of less than $10,000 (reduced on larger 
purchases) is not imposed on contributions to the Fund 
in a Multivestor context. Applicants assert that given 
the nature of the service charge, the additional assess- 
ment of a sales load would be redundant. 


Applicants state that only new contributions to a plan 
are subject to a basic service charge. Amounts pre- 
viously contributed to the Multivestor annuity contract 
for investment in the general or separate account or to 
the Fund may be transferred from one funding facility 
to another at no additional charge, and amounts pre- 
viously contributed under the plan to a non-AEt 


accumulation facility may be transferred to either t 


Multivestor annuity contract or to the Fund at no 
additional charge. 


Applicants represent that employee benefit plans have 
almost unlimited discretion with respect to the 
allocation of plan contributions among the available 
Multivestor accumulation facilities and with respect to 
the transfer of contributions from one facility to 
another. The AEtna companies and their sales 
representatives refrain from rendering any advice as 
to the choice of or allocation among accumulation 
facilities. No restrictions are placed on the allocation of 
contributions between the general and _ separate 
account accumulation facilities offered under the 
group annuity contract. If a plan elects to utilize the 
Fund as an additional accumulation facility, there is no 
limitation that the Fund not be the sole accumulation 
facility. The extent of the right of plan participants to 
trnasfer amounts from one facility to another is 
provided for in the master plan adopted by the 
employer and plan trustee. In turn, the Multivestor 
annuity contract provides for amounts to be 
transferred between the general and separate account 
facilities and for withdrawals to be made (for purposes 
of transfer to another accumulation facility) pursuant 


tations are placed by the Fund on transfers from t 
Fund to another accumulation facility. 


to the provisions of the master plan. Similarly, no e ) 
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Section 22[d] 


hat no registered investment company or any prin- 
cipal underwriter thereof shall sell any redeemable 
security issued by such company except at a current 
offering price described in the prospectus. 


Qu 22(d) of the Act provides, in pertinent part, 


Applicants have requested an order of exemption from 
Section 22(d) of the Act to permit: (1) the assessment 
of a basic service charge rather than the normal Fund 
sales load where contributions to the Fund are made 
by an employee benefit plan in combination with the 
purchase of a Multivestor annuity contract; (2) trans- 
fer of funds from the general or separate account of 
AEtna Life which funds the Multivestor annuity 
contract to the Fund at no sales load; and (3) transfer 
of funds previously contributed from a non-AEtna 
accumulation facility to the Fund at no sales load. 


Applicants have noted the Commission’s announce- 
ment in Investment Company Act Release No. 8570 
(November 4, 1974) that it would consider applications 
for exemption from Section 22(d) to permit sales load 
reductions to be offered to persons who have 
previously or contemporaneously purchased, from the 
same retailer, another investment or insurance 
product, distributed by the same underwriter, if such 


Qarviicant: were in the best interests of investors. 


Applicants point out that a 1974 Commission staff 
study, ‘‘Mutual Fund Distribution and Section 22(d) of 
the Investment Company Act of 1940,’’ recommended 
favorable consideration of exemptive request where 
mutual funds are sold at a reduced or eliminated sales 
load in combination with other investment or 
insurance products. 


In support of its request to permit the sale of Fund 
shares at the basic service charge rather than the 
normal Fund sales load, applicants assert that certain 
economies of costs and sales effort will result in 
charges to virtually all purchasers of Fund shares in 
combination with the Multivestor annuity contract 
which are lower than the normal Fund sales load. They 
represent that these are attributable in large part to 
economies of sales cost associated with the combined 
offering of several accumulation facilities, and, to 
some extent, to the differences between the way in 
which the Fund Is sold in combination with the 
Multivestor annuity contract and the way in which it is 
sold Individually. Individual sales of the Fund 
generally involve the direct solicitation of Fund 
purchases. In contrast, the basic thrust of the 
Multivestor sales effort Is the utilization by a plan of 
AEtna accumulation and distribution facilities and not 
the direction of plan purchases to particular facilities. 


no ons applicants state, the incremental sales 


cost of offering the Fund in combination with the 
Multivestor annulty contract is minimal. In addition, 


applicants point out that sales of the Fund not in com- 
bination with the Multivestor annuity contract, even to 
groups, typically involve personal solicitation of 
individual purchasers, whereas sales of the Fund in 
combination with the Multivestor annuity contract 
typically Involve group solicitation techniques which 
have been recognized in the Insurance industry as a 
basis for substantial savings in costs. 


Applicants state that the administration of Multivestor 
accounts requires the performance of certain annual 
services which are not associated with the direct 
purchase of Fund shares. As a result in part of such 
differences In services, applicants do not represent 
that a lower charge than the normal Fund sales load 
will always be paid for purchases of Fund shares in 
combination with the Multivestor annuity contract. 
However, they assert that the possibility of higher 
charges Is rare and generally requires, in the absence 
of recordkeeping services, a combination of unusual 
circumstances (such a annual contributions to the 
Fund in excess of $25,000 and relatively small 
contributions to the general and separate accounts). 
Applicants will disclose this possibility to prospective 
purchasers of the Fund in combination with the 
Multivestor annuity contract by means of a separate 
statement to be delivered together with the Fund 
prospectus. 


Applicants assert It would not be feasible to impose 
the normal Fund load rather than the basic service 
charge on plan purchases of the Fund in combination 
with the Multivestor annuity contract when such sales 
load is lower, for several reasons. First, the Fund sales 
load does not adequately correspond with the sales 
and administrative expenses incurred in connection 
with sales of the Fund in combination with the 
Multivestor annuity contract. Second, significant 
administrative expenses would be incurred in moni- 
toring when a plan was entitled to pay the normal 
Fund sales load in lieu of the basic service charge, 
particularly in view of the great flexibility which plan 
trustees and participating employees have to transfer 
funds from one facility to another. Finally, such a 
procedure would be inconsistent with the objective of 
the AEtna companies to afford employee benefit plans 
a climate of complete neutrality in which to choose 
among accumulation facilites, j.e., without having to 
consider sales charges in determining which 
accumulation facility to select. 


In support of Its request to permit the sale of the Fund 
at no sales load when such sales result from the 
transfer of funds from the Multivestor annuity 
contract, Applicants state that a significant feature of 
the Multivestor product is that plan participants are 
entitled to transfer all or part of their funds from one 
accumulation facility to another at no cost. In 
Applicants’ view, such a policy is economically sound 
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inasmuch as no sales effort is involved with respect to 
such transfers, and, indeed, any such effort would be 
undesirable in view of their goal to enable plan 
participants to make funding decisions in a neutral 
atmosphere. Applicants represent that the Fund’s 
Board of Directors Is fully aware of this transfer 
feature and, at Board meetings, is advised of total 
sales and redemptions and of sales and redemptions in 
a Multivestor context. 


In support of its request to permit the sale of Fund 
shares at no sales load when such sales result from the 
transfer from a non-AEtna accumulation facility of 
funds previously contributed under the _ plans, 
Applicants assert that these funds previously 
Applicants assert that these transfers do not involve 
any sales effort and the Imposition of a sales load is 
not economically warranted. Additionally, they assert 
that the Imposition of a sales load would be 
inconsistent with their intent to allow participants to 
make funding decisions in a neutral atmosphere. 


Section 11 


Section 11(a) of the Act provides that it shall be 
unlawful for any registered open-end company or prin- 
cipal underwriter for such company to make, or cause to 
be made, an offer to the holder of a security of such 
company or of any other open-end investment 
company to exchange his security for a security in the 
same or another company on any basis other than the 
relative net asset values of the respective securities to 
be exchanged, uniess the terms of the offer have first 
been submitted to and approved by the Commisson. 
Section 11(c) provides that, irrespective of the basis of 
exchange, the provisions of Section 11(a) shall be 
applicable to any tyne of offer of exchange of the 
securities of registered unit investment trusts for the 
securities of any other investment company. 


Applicants state that in some situations a payment 
from a non-AEtna accumulation facility may be 
derived from funds previously invested, in whole or 
in part, in securities of registered unit investment 
trusts. Applicants represent that the sale of the Fund 
in a Multivestor context involves a_ sophisticated 
purchaser, and that due to the magnitude of such a 
sale and the legal considerations Involved, the sale is 
generally consummated only after considerable scru- 
tiny by management and counsel of both purchaser 
and the AEtna companies. Applicants, therefore, 
assert that there is little likelihood that a transfer to 
the Fund would occur without adequate consideration 
of the suitability of the transaction by the parties. 
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Applicants assert that such transactions should not be 
viewed as Involving an offer of exchange by Applicants 
intended to be covered by Section 11. Applicants will 


not accept a payment in the form of securities of othe 


investment companies, will not process the conversion 
of securities of other investment companies held by 
the contract owner Into cash to:permit application of 
the proceeds as a contribution, and will not make 
arrangements with the Issuers or underwriters of any 
investment company securities held by a contract 
owner to facilitate the owner’s change in investment. 
Applicants assert that, since any such change in 
investment made by a contract owner will be done 
unilaterally without the participation of Applicants, 
Applicants will be neither effecting an exchange of 
investment company securities nor making an offer to 
exchange. However,’ in order to avoid any question 
being raised as to the applicability of Section 11, 
Applicants request an order pursuant to Section 11 
approving the offer of Fund shares at no sales load to 
plan trustees who are purchasing the Fund’s shares in 
a Multivestor context with funds transferred from a 
non-AEtna accumulation facility which were invested 
in securities of registered unit investment trusts. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 27, 1977 at 5:30 p.m., 
submit to the Commission is writing a request for a 
hearing on the matter accompanied by a statement ai 
to the nature of his interest, the reason for such 
request and the issues of fact or law proposed to be 
controverted, or he may request that he be notified if 
the Commission shall order a hearing thereon. Any 
such communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be served 
personally or by mail upon Applicants at the address 
stated above. Proof of service (by affidavit or in the 
case of an attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
will be Issued as of course following June 27,1977, 
unless the Commission thereafter orders a hearing 
upon request or upon the Commission’s own motion. 
Persons who request a hearing or advice as to whether 
a hearing Is ordered will receive any notices or orders 
issued in this matter, including the date of the hearing 
(if ordered) or any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9793/June 2, 1977 


eo: the Matter of 


NOMURA CAPITAL FUND OF JAPAN, INC. 
100 Wall Street 
New York, New York 10004 


(812-4031) 


ORDER PURSUANT TO SECTIONS 6(c) AND 10(f) OF 
THE ACT EXEMPTING PROPOSED TRANSACTIONS 
FROM THE PROVISIONS OF SECTION 10(f) OF THE 
ACT. 


Nomura Capital Fund of Japan, Inc. (‘‘Applicant’’), a 
Maryland corporation registered as a diversified, 
open-end, management investment company under 
the Investment Company Act of 1940 (‘‘Act’’), filed an 
application on September 20, 1976, and amendments 
thereto on January 13, 1977, and March 4, 1977, for an 
order of the Commission, pursuant to Sections 6(c) and 
10(f) of the Act, exempting from the provisions of 
Section 10(f) of the Act Applicant’s propsed purchases 
of equity securities in Japan at a discount from market 
prices in public offerings in which persons affiliated 
with Applicant’s investment advisers participate as 


— underwriters. 


On May 5, 1977, a notice (Investment Company Act 
Release No. 9756) was Issued of the filing of said 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as 
of course unless a hearing should be ordered. No 
request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter has been considered, and it is found, on 
the basis of the information stated in the application, 
that the requested exemption is appropriate in the pu- 
blic Interest and consistent with the protection of 
Investors and the purposes fairly intended by the 
policy and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Sections 6(c) and 10(f) of 
the Act that the application for exemption from the 
provisions of Section 10(f) of the Act, to the extent 
requested, be, and hereby is, granted, effective 
forthwith. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9794/ June 2, 1977 


In the Matter of 

PUTNAM CONVERTIBLE FUND, INC. 
PUTNAM EQUITIES FUND, INC. 

THE GEORGE PUTNAM FUND OF BOSTON 
THE PUTNAM GROWTH FUND 

THE PUTNAM INCOME FUND, INC. 
PUTNAM INVESTORS FUND, INC. 
PUTNAM TAX EXEMPT INCOME FUND 
PUTNAM VISTA FUND, INC. 

PUTNAM VOYAGER FUND, INC. 
PUTNAM OPTION INCOME TRUST 

and 


PUTNAM FUND DISTRIBUTORS, INC. 
265 Franklin Street 
Boston, Massachusetts 02110 


(812-4095) 


ORDER, PURSUANT TO SECTION 6(c) OF THE ACT, 
GRANTING AN EXEMPTION FROM SECTION 22(d) 
OF THE ACT AND RULE 22d-1 THEREUNDER 


Putnam Convertible Fund, Inc., Putnam Equities 
Fund, Inc., The George Putnam Fund of Boston, The 
Putnam Growth Fund, The Putnam Income Fund, Inc., 
Putnam Investors Fund, Inc., Putnam Tax Exempt 
Income Fund, Putnam Vista Fund, Inc., Putnam 
Voyager Fund, Inc. and Putnam Option Income Trust 
(the ‘‘Putnam Funds’’), each of which is registered as 
an open-end, diversified investment company under 
the Investment Company Act of 1940 (‘‘Act’’), and 
Putnam Fund Distributors, Inc. (‘‘Distributors’’), 
(collectively referred to as ‘‘Applicants’’), filed an 
application on February 24, 1977 and an amendment 
thereto on April 29, 1977, for an order of the 
Commission, pursuant to Section 6(c) of the Act, 
exempting Applicants from the provisions of Section 
22(d) of the Act and Rule 22d-1 thereunder to permit 
sales of the securities of the Putnam Funds at net 
asset value to certain tax qualified employee benefit 
plans for employees of Distributors and its affiliates. 


On May S, 1977, a notice was issued of the filing of the 
application (Investment’ Company Act Release No. 
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9759). 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as 
of course unless a hearing should be ordered. No 
request for a hearing has been filed and the 
Commission has not ordered a hearing. 


The notice gave interested persons an 


The matter having been considered, it is found that 
the granting of the requested order is appropriate in 
the public interest and consistent with the protection 
of investors and the purposes fairly intended by the 
policy and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from Section 22(d) 
of the Act and Rule 22d-1 thereunder, to the extent 
requested, be, and hereby is, granted effective 
forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9795/June 2, 1977 


In the Matter of 

PUTNAM TAX EXEMPT INCOME FUND 
PUTNAM CONVERTIBLE FUND,INC. 
PUTNAM DAILY DIVIDEND TRUST 
PUTNAM EQUITIES FUND, INC. 

THE GEORGE PUTNAM FUND OF BOSTON 
THE PUTNAM GROWTH FUND 

THE PUTNAM INCOME FUND, INC. 
PUTNAM INVESTORS FUND, INC. 
PUTNAM VISTA FUND, INC. 

PUTNAM VOYAGER FUND, INC. 
PUTNAM OPTION INCOME TRUST 


and 
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PUTNAM FUND DISTRIBUTORS, INC. 
265 Franklin Street 
Boston, Massachusetts 02110 


(812-4083) 


ORDER PURSUANT TO SECTION 11(a) OF THE ACT 
PERMITTING AN OFFER OF EXCHANGE 


Putnam Tax Exempt Income Fund (‘‘Putnam Tax 
Exempt’’), Putnam Convertible Fund, Inc., Putnam 
Equities Fund, Inc., The George Putnam Fund of 
Boston, The Putnam Growth Fund, The Putnam 
Income Fund, Inc., Putnam Investors Fund, Inc., 
Putnam Vista Fund, Inc., Putnam Voyager Fund, Inc, 
and Putnam Option Income Trust (collectively the 
‘Putnam Funds’’), Putnam Daily Dividend Trust, 
each of which is registered as an open-end, diversified 
investment company under the Investment Company 
Act of 1940 (‘‘Act’’), and Putnam Fund Distributors, 
Inc. filed an application on January 31, 1977 and an 
amendment thereto on April 29, 1977, for an order of 
the Commission, pursuant to Section 11(a) of the Act, 
permitting an offer of exchange of the shares of 
Putnam Tax Exempt for shares of the other Putnam 
Funds on a basis other than the relative net asset 


values of the shares to be exchanged. a 


On May 9, 1977, a notice (Investment Company Act 
Release No. 9760) was issued of the filing of said 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as 
of course unless a hearing should be ordered. No 
request for a hearing has been filed and the 
Commission has not ordered a hearing. 


The matter having been considered, it is found that 
the granting of the requested order is appropriate in 
the public interest and consistent with the protection 
of investors and the purposes fairly intended by the 
policy and provisions of the Act. Accordingly, 


IT 1S ORDERED, pursuant to Section 11(a) of the Act, 
that the proposed exchange offer be, and hereby is, 
approved. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9796/June 2, 1977 


n the Matter of 


AMERICAN VARIABLE ANNUITY LIFE ASSUR- 
ANCE COMPANY 


THE A.V.A. INCOME FUND 


AMERICAN VARIABLE ANNUITY FUND 
and 


SMA EQUITIES, INC. 
440 Lincoln Street 
Worcester, Massachusetts 01605 


(812-4109) 


NOTICE OF APPLICATION PURSUANT TO SECTION 
6(c) OF THE ACT FOR AN ORDER OF EXEMPTION 
FROM SECTION 27(a) (3) OF THE ACT AND RULE 
27a-2 THEREUNDER 


Gores IS HEREBY GIVEN that American Variable 
Annuity Life Assurance Company (the ‘‘Company’’), a 
Delaware stock life insurance company, The A.V.A. 
Income Fund (the ‘‘Income Fund’’) and American 
Variable Annuity Fund (‘‘AVA Fund’’), both separate 
accounts of the Company registered under the 
Investment Company Act of 1940 (the ‘‘Act’’) as 
open-end management investment companies (the 
Income Fund and AVA Fund referred to herein as a 
‘‘Fund’’ of the ‘‘Funds’’), and SMA Equities, Inc. 
(‘‘SMAE’’), the principal underwriter for the Funds 
(collectively referred to herein as ‘‘Applicants’’), filed 
an application on March 21,.1977 and an amendment 
thereto on May 20, 1977, pursuant to Section 6(c) of 
the Act for an order of exemption from Section 27(a) 
(3) of theAct and Rule 27a-2 thereunder. All interested 
persons are referred to the application on file with the 
Commission for a statement of the representations 
contained therein which are summarized below. 


The Company is a wholly-owned subsidiary of State 
Mutual Life Assurance Company of America (‘‘State 
Mutual’’), a mutual life insurance company incorpora- 
ted under the laws of the Commonwealth of 
Massachusetts. SMAE, principal underwriter for AVA 
Fund and the Income Fund, is an_ indirect 
wholly-owned subsidiary of State Mutual. AVA Fund 
@: the Income Fund are separate accounts of the 

Company which maintain assets as reserves for certain 
of the Company’s variable annuity contracts. 


The Company’s variable annuity contracts include 
both those entitled and those not entitled to special tax 
treatment under the Internal Revenue Code of 1954 
(‘‘Code’’) and permit purchase payments to be 
allocated to AVA Fund. The principal investment 
objective of AVA Fund is primarily long-term growth of 
capital. 


The Company also issues a series of variable annuity 
contracts pursuant to which purchase payments may 
be allocated to the Income Fund as well! as to AVA 
Fund. The principal investment objective of the 
Income Fund is to seek as high a level of current 
income as is consistent with prudent investment 
management. The Income Fund holds_ reserves 
attributable to contracts issued in connection with 
plans not entitled to special treatment under the Code. 


The Company currently issues two series of individual 
variable annuity contracts (‘‘Contracts’’), one a 
‘Single Payment’’ Contract and the other an 
‘Elective Payment’’ Contract. Under both types of 
Contracts, purchase payments are not limited either as 
to frequency or number. However, under Single 
Payment Contracts, the annuity commencement date 
must be within two years from the date the Contract is 
issued, while under Elective Payment Contracts the 
annuity commencement date must be at least two 
years from the date of issue. Under each type of 
Contract net purchase payments during the 
accumulation period may be applied in whole or in 
part to AVA Fund, to the Income Fund, or to the 
general account of the Company for accumulation on a 
fixed basis. Prior to the annuity commencement date, 
amounts accumulated under the Contracts may be 
transferred between AVA Fund and the Income Fund 
and between either Fund and the Company’s general 
account without imposition of any charge. All transfers 
must be with the consent of the Company and must 
comply with whatever maximum and minimum dollar 
limitations and other nondiscriminatory rules restrict- 
ing transfers the Company imposes. Upon the 
commencement of annuity payments, the Contract 
Owners may select a variable annuity reflecting the 
performance of AVA Fund, a fixed annuity, or a 
combination of both. ? 


From each purchase payment submitted under a 
Contract, whether allocated to AVA Fund, the Income 
Fund or to the general account, the Company makes, 
in addition to a deduction for any applicable premium 
taxes, a deduction for sales and administrative 
expenses. In the case of Single Payment Contracts, 
such deduction is in accordance with the following 
schedule: 
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Portion Representing 








Charge for 
Portion of Percentage Portion Representing Administrative E} 
Total Payments Deduction Sales Charge Expenses 
First $12,000 6.5% 5.5% 1.0% 
Next 13,000 6.0 5.0 1.0 
Next 25,000 5.0 4.0 1.0 
Next 25,000 4.0 3.5 0.5 
Next 25,000 3.0 2.6 0.4 
Balance 2.0 5 itd 0.3 








In the case of Elective Payment Contracts, the 
following schedule is used to compute the applicable 
deduction, except that for any payment made after the 


tenth contract anniversary, the applicable deduction 
will be 4.25% of the payment: 








Portion Representing 





Charge for 
Portion of Percentage Portion Representing Administrative 

Total Payments Deduction Sales Charge Expenses 
First $12,000 8.75% 6.50% 2.25% 
Next 13,000 8.25 6.00 2.25 
Next 25,000 7.25 5.00 2.25 
Next 25,000 6.25 4.25 2.00 
Next 25,000 5.25 3.50 1.75 ) 
Balance 4.25 2.75 1.50 





Both of the above schedules provide for reductions in 
sales load based on total payments made regardless of 
whether such payments are or have been allocated to 
either Fund or to the Company’s general account. 
Moreover, total payments made will include any 
payments derived from insurance proceeds as 
described below or from amounts accumulated under 
contracts exchanged for the Contracts, even though 
such payments may have been subject to a sales load 
differing from that set forth in the applicable schedule. 


Pursuant to an Order of the Commission granting 
exemptions from Section 27(a)(3) of the Act and Rule 
27a-2 thereunder (Investment Company Act Release 





No. 8941, September 18, 1975) (‘‘Order’’), Applicants 
permit amounts payable under insurance policies or 
annuities issued by State Mutual (such as death 
benefits, maturities under endowment contracts, 
surrender values and dividends), or under insurance 
policies issued by the Company (hereinafter called 
‘Policy Proceeds’’) to be applied as a purchase 
payment under a Single Payment Contract or as the 
initial payment under an Elective Payment Contract at 
a reduced sales load. In the case of Single Payment 
Contracts the deduction for sales and administrative 
expenses applicable to a payment derived from Policy 
Proceeds Is In accordance with the following schedule: 


Portion Representing 








Charge for 
Portion of Percentage Portion Representing Administrative 
Total Payments Deduction Sales Charge Expenses 
First $12,000 3.5% 2.5% 1.0% 
Next 13,000 3.0 22 0.8 
Next 25,000 2.0 4.5 0.5 
Balance 1.0 0.8 0.2 
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In the case of Elective Payment Contracts the 
deduction applicable to an initial payment derived 


from Policy Proceeds is determined from the following 
schedule: 








Portion Representing 





Charge for 
Portion of Percentage Portion Representing Administrative 
Total Payments Deduction Sales Charge Expenses 
First $12,000 5.50% 3.25% 2.25% 
Next 13,000 4.50 2.25 2.25 
Next 25,000 3.50 1.50 2.00 
Balance 2.50 Pf 15 





Applicants propose to extend the reduced schedule of 
sales loads applicable to the Contracts to the death 
benefit under annuities, either fixed or variable, 
issued by the Company. The Company’s fixed and 
variable annuity contracts provide for a death benefit 
to be paid to a designated beneficiary. There are 
several situations where a beneficiary under the 
Company’s annuity contract may wish to apply the 
death proceeds to purchase a Contract. Beneficiaries 

under the Company’s fixed annuity contracts who wish 
@ receive a variable annuity or who wish to apply the 

eath proceeds to purchase a contract permitting 
variable accumulation may wish to purchase a 
Contract. Beneficiaries under the Company’s variable 
annulty contract who do not wish to receive an annuity 
at the present time and who wish death proceeds to 
accumulate on a wholly or partially variable basis may 
wish to apply death proceeds to purchase a Contract. 
A similar situation may arise when an annuitant under 
the Company’s annulty contract dies after the annuity 
commencement date but before the completion of all 
guaranteed monthly annuity payments. In such cases, 
the Company’s annuity contracts provide that any 
unpaid installments will be paid to the beneficiary. If 
there is more than one beneficiary the commuted 
value of such installments is paid to the beneficiary in 
one sum. Beneficiaries who do not wish to receive 
payments under an annuity option at this time and 
elect to receive a lump sum payment, or multiple 
beneficiaries who receive a lump sum payment may 
wish to purchase a Contract. 


Applicants also propose to extend the 
schedule of sales loads applicable to an 
purchase payment under an Elective Payment 
Contract derived from Policy Proceeds, to Policy 
Proceeds applied under an Elective Payment Contract 
a subsequent payment (‘‘Subsequent Payment’’) 
¢:: to apply a charge of 2.50% to any payment 
derived from Policy Proceeds made after the tenth 
contract anniversary. 


reduced 
initial 


Section 27(a)(3) of the Act provides that no registered 
investment company issuing periodic payment plan 
certificates and no depositor of or underwriter for such 
company may sell any such certificate if the amount of 
sales load deducted from any one of the first twelve 
monthly payments exceeds proportionately the amount 
deducted from any other such payment, or if the 
amount deducted from any subsequent payment 
exceeds proportionately the amount deducted from 
any other subsequent payment. Rule 27a-2 under the 
Act exempts a registered separate account, and any 
depositor of or underwriter for such account, from 
Section 27(a)(3) if the proportionate amount of sales 
load deducted from any payment during the contract 
period does not exceed the proportionate amount 
deducted from any prior payment during the contract 
period. 


Applicants state that If a reduced sales load is applied 
to purchase payments (initial or subsequent payments) 
derived from death proceeds under an annuity 
contract, a contract owner could make subsequent 
payments under a Contract which would not be 
derived from death proceeds under an annuity contract 
or other Policy Proceeds and which would be subject to 
a regular sales load. Accordingly, such payments 
could be subject to a sales load deduction which 
exceeds proportionately the amount deducted from 
purchase payments derived from death proceeds 
under an annuity contract. An exemption from Section 
27(a)(3) of the Act and Rule 27a-2 thereunder is 
requested to the extent necessary to permit such 
practice. 


Applicants state that it is desirable and appropriate to 
apply a reduced sales load to death proceeds from 
annuities written by the Company used as an initial 
payment on a Single or Elective payment contract or 
as a subsequent payment under an Elective Payment 
Contract. The annuity contract will already have been 
subject to sales charges and applying such proceeds 
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under a Contract as an initial or subsequent payment 
does not involve such substantial additional sales 
activity as to require imposition of a full additional 
load. Reducing the percentage deduction in the 
manner proposed will avoid an unnecessary 
accumulation of charges to persons entitled to death 
proceeds. Applicants further state that grant of the 
requested exemption will not conflict with the purpose 
of Section 27(a) which was designed to curb abuses 
associated with front-end load arrangements on 
mutual fund contractual plans by, in part, limiting the 
sales load to 9% and lessening the possible loss which 
could be incurred upon early termination of such a 
plan. Since the deductions for sales load under the 
Contracts will not exceed the statutory limitation of 
9% and do not involve the kind of front-end load 
arrangement at which Section27(a) is_ directed, 
Applicants submit that the deductions cannot lead to 
the abuses intended to be curbed by Section 27(a). 


Applicants assert that application of a reduced sales 
load to purchase payments derived from death 
proceeds under an annuity contract issued by the 
Company will meet the criteria for exemption from 
Section 22(d) of the Act provided in Rule 22d-3 
thereunder in that the reduction in sales load reflects a 
difference in costs or services, is not unfairly 
discriminatory against any person and will be 
disclosed in the Funds’ prospectuses, and they have 
therefore concluded not to seek exemption from 
Section 22(d). 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 27, 1977 at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such 
request and the issues of fact or law proposed to be 
controverted, or he may request that he be notified if 
the Commission shall order a hearing thereon. Any 
such communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be served 
personally or by mail upon Applicants at the address 
stated above. Proof of service (by affidavit or in case of 
an attorney-at-law by certificate) shall be filed 
contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
will be issued as of course following June 27, 1977 
unless the Commission thereafter orders a hearing 
upon request or upon the Commission’s own motion. 
Persons who request a hearing or advice as to whether 
a hearing is ordered will receive notice of further 
developments in this matter including the date of the 
hearing (if ordered) and any postponements thereof. 


734/SEC DOCKET 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons a 


Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9797/ June 2, 1977 


In the Matter of: 


AMERICAN VARIABLE ANNUITY 
LIFE ASSURANCE COMPANY 


THE A.V.A. QUALIFIED INCOME FUND 
AMERICAN VARIABLE ANNUITY FUND 
and 

SMA EQUITIES, INC. 

440 Lincoln Street 


Worcester, Massachusetts 01605 


(812-4110) 


NOTICE OF APPLICATION PURSUANT TO secTi A 


6(c) OF THE ACT FOR AN ORDER OF EXEMPTION 
FROM SECTION 27(a)(3) OF THE ACT AND RULE 
27a-2 THEREUNDER 


NOTICE IS HEREBY GIVEN THAT American 
Variable Annuity Life Assurance Company (the 
‘‘Company’’), a Delaware stock life insurance 
company, The A.V.A. Qualified Income Fund (the 
‘‘Income Fund’’) and American Variable Annuity 
Fund (‘‘AVA Fund’’), both separate accounts of the 
Company registered under the Investment Company 
Act of 1940 (the ‘‘Act’’) as open-end management 
investment companies (the Income Fund and AVA 
Fund referred to herein as a ‘‘Fund”’ or the ‘‘Funds’’), 
and SMA Equities, Inc. (‘‘SMAE’’), the principal 
underwriter for the Funds (collectively referred to 
herein as ‘‘Applicants’’), filed an application on March 
21, 1977 and an amendment thereto on May 20, 1977, 
pursuant to Section 6(c) of the Act for an order of 
exemption from Section 27(a)(3) of the Act and Rule 
27a-2 thereunder. All Interested persons are referred 
to the application on file with the Commission for a 
statement of the representations contained therein 
which are summarized below. 


Mutual Life Assurance Company of America (‘‘Sta 
Mutual’’), a mutual life insurance compan 
incorporated under the laws of the Commonwealth of 


The Company is a wholly-owned subsidiary of ® 


























Massachusetts. SMAE, principal underwriter for AVA 
Fund and the Income Fund, is an_ indirect 
Br the ino subsidiary of State Mutual. AVA Fund 


+5 Ate tens 


d the Income Fund are separate accounts of the 
ompany which maintain assets as reserves for certain 
of the Company’s variable annuity contracts. 


The Company’s variable annuity contracts include 
both those entitled and those not entitled to special tax 
treatment under the Internal Revenue Code of 1954 
(‘‘Code’’) and permit purchase payments to be 
allocated to AVA Fund. The principal investment 
objective of AVA Fund is primarily long-term growth 
of capital. 


The Company also issues a series of variable annuity 
contracts pursuant to which purchase payments may 
be allocated to the Income Fund as well as to AVA 
Fund. The principal investment objective of the 
Income Fund is to seek as high a level of current 
income as is consistent with prudent investment 
management. The Income Fund holds reserves 
attributable to contracts issued in connection with 
plans entitled to special tax treatment under the Code. 


The Company currently issues two series of individual 
variable annuity contracts (‘‘Contracts’’), one a 
‘Single Payment’’ Contract and the other an 
s Elective Payment’’ Contract. Under both types of 
Qerirce, purchase payments are not limited either as 
0 frequency or number. However, under Single 


Payment Contracts, the annuity commencement date 
must be within two years from the date the Contract is 
issued, while under Elective Payment Contracts the 
annulty commencement date must be at least two 
years from the date of issue. Under each type of 
Contract net purchase payments during the 
accumulation period may be applied in whole or in 
part to AVA Fund, to the Income Fund, or to the 
general account of the Company for accumulation on a 
fixed basis. Prior to the annuity commencement date, 
amounts accumulated under the Contracts may be 
transferred between AVA Fund and the Income Fund 
and between either Fund and the Company’s general 
account without Imposition of any charge. All transfers 
must be with the consent of the Company and must 
comply with whatever maximum and minimum dollar 
limitations and other nondiscriminatory rules restrict- 
ing transfers the Company imposes. Upon the 
commencement of annuity payments, the Contract 
Owners may select a variable annuity reflecting the 
performance of AVA Fund, a fixed annuity, or a 
combination of both. 


From each purchase payment submitted under a 
Contract, whether allocated to AVA Fund, the Income 
Fund or to the general account, the Company makes, 
in addition to a deduction for any applicable premium 
taxes, a deduction for sales and administrative 
expenses. In the case of Single Payment Contracts, 
such deduction Is in accordance with the following 
schedule: 








Portion Representing 





Charge for 
Portion of Percentage Portion Representing Administrative 
Total Payments Deduction Sales Charge Expenses 
First $12,000 6.5% 5.5% 1.0% 
Next 13,000 6.0 5.0 1.0 
Next 25,000 5.0 4.0 1.0 
Next 25,000 4.0 HS fi 0.5 
Next 25,000 3.0 2.6 0.4 
Balance 2.0 Tce 0.3 





the case of Elective Payment Contracts, the 
ollowing schedule is used to compute the applicable 
deduction, except that for any payment made after the 





tenth contract anniversary, the applicable deduction 
will be 4.25% of the payment: 
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Portion Representing 





Charge for 
Portion of Percentage Portion Representing Administrative 
Total Payments Deduction Sales Charge Expenses ] 
First $12,000 8.75% 6.50% 2.25% 
Next 13,000 8.25 6.00 2.25 
Next 25,000 7.25 5.00 2.25 
Next 25,000 6.25 4.25 2.00 
Next 25,000 5.25 3.50 9°75 
Balance 4.25 2.75 1.50 











Both of the above schedules provide for reductions in 
sales load based on total payments made regardless of 
whether such payments are or have been allocated to 
either Fund or to the Company’s general account. 
Moreover, total payments made will Include any 
payments derived from insurance proceeds as descri- 
bed below or from amounts accumulated under 
contracts exchanged for the Contracts, even though 
such payments may have been subject to a sales load 
differing from that set forth in the applicable schedule. 


Pursuant to an Order of the Commission granting 
exemptions from Section 27(a)(3) of the Act and Rule 
27a-2 thereunder (investment Company Act Release 


No. 8941, September 18, 1975) (‘‘Order’’), Applicants 
permit amounts payable under insurance policies or 
annuities issued by State Mutual (such as death 
benefits, maturities under endowment contracts, 
surrender values and dividends), or under insurance 
policies issued by the Company (hereinafter called 
‘Policy Proceeds’’) to be applied as a purchase 
payment under a Single Payment Contract or as the 
initial payment under an Elective Payment Contract at 
a reduced sales load. In the case of Single Payment 
Contracts the deduction for sales and administrative 
expenses applicable to a payment derived from Policy 
Proceeds Is In accordance with the following schedule: 








Portion Representing 








Charge for 
Portion of Percentage Portion Representing Administrative 
Total Payments Deduction Sales Charge Expenses 
First $12,000 3.5% 2.5% 1.0% 
Next 13,000 3.0 2.2 0.8 
Next 25,000 2.0 1.5 0.5 
Balance 1.0 0.8 0.2 





In the case of Elective Payment Contracts the 
deduction applicable to an initial payment derived 


from Policy Proceeds Is determined from the following 
schedule: 








Portion Representing 





Charge for 
Portion of Percentage Portion Representing Administrative 
Total Payments Deduction Sales Charge Expenses 
First $12,000 5.50% 3.25% 2.25% 
Next 13,000 4.50 2.25 2.25 
Next 25,000 3.50 1.50 2.00 
Balance 2.50 75 115 
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Applicants propose to extend the reduced schedule of 
sales loads applicable to the Contracts to the death 


ued by the Company. The Company’s fixed and 
arlable annuity contracts provide for a death benefit 
to be pald to a designated beneficiary. There are 
several situations where a beneficiary under the 
Company’s annuity contract may wish to apply the 
death proceeds to purchase a Contract. Beneficiaries 
under the Company’s fixed annuity contracts who wish 
to receive a variable annuity or who wish to apply the 
death proceeds to purchase a contract permitting 
variable accumulation may wish to purchase a 
Contract. Beneficiaries under the Company’s variable 
annuity contract who do not wish to receive an annuity 
at the present time and who wish death proceeds to 
accumulate on a wholly or partially variable basis may 
wish to apply death proceeds to purchase a Contract. 
A similar situation may arise when an annuitant under 
the Company’s annuity contract dies after the annuity 
commencement date but before the completion of all 
guaranteed monthly annuity payments. In such cases, 
the Company’s annulty contracts provide that any 
unpaid Installments will be paid to the beneficiary. If 
there Is more than one beneficiary the commuted 
value of such Installments is paid to the beneficiary in 
one sum. Beneficiaries who do not wish to receive 
payments under an annuity option at this time and 
lect to receive a lump sum payment, or multiple 
eneficiaries who receive a lump sum payment may 
wish to purchase a Contract. 


@:::: under annuities, either fixed or variable, 


Applicants also propose to extend the reduced 
schedule of sales loads applicable to an_ initial 
purchase payment under an Elective Payment Con- 
tract derived from Policy Proceeds, to Policy Proceeds 
applied under an Elective Payment Contract as a 
subsequent payment (‘‘Subsequent Payment’’) and to 
apply a charge of 2.50% to any payment derived from 
Policy Proceeds made after the tenth contract 
annivarsary. 


Section 27(a)(3) of the Act provides that no registered 
investment company Issuing periodic payment plan 
certificates and no depositor of or underwriter for such 
company may sell any such certificate if the amount of 
sales load deducted from any one of the first twelve 
monthly payments exceeds proportionately the amount 
deducted from any other such payment, or if the 
amount deducted from any subsequent payment 
exceeds proportionately the amount deducted from 
any other subsequent payment. Rule 27a-2 under the 
Act exempts a registered separate account, and any 
depositor of or underwriter for such account, from 
Section 27(a)(3) if the proportionate amount of sales 
load deducted from any payment during the contract 

erlod does not exceed the proportionate amount 

educted from any prior payment during the contract 
period. 


Applicants state that if a reduced sales load is applied 
to purchase payments (initial or subsequent payments) 
derived from death proceeds under an annuity 
contract, a contract owner could make subsequent 
payments under a Contract which would not be 
derived from death proceeds under an annuity contract 
or other Policy Proceeds and which would be subject to 
a regular sales load. Accordingly, such payments 
could be subject to a sales load deduction which 
exceeds proportionately the amount deducted from 
purchase payments derived from death proceeds 
under an annuity contract. An exemption from Section 
27(a)(3) of the Act and Rule 27a-2 thereunder is 
requested to the extent necessary to permit such 
practice. 


Applicants state that It is desirable and appropriate to 
apply a reduced sales load to death proceeds from 
annuities written by the Company used as an initial 
payment on a Single or Elective payment contract or 
as a subsequent payment under an Elective Payment 
Contract. The annuity contract will already have been 
subject to sales charges and applying such proceeds 
under a Contract as an initial or subsequent payment 
does not Involve such substantial additional sales 
activity as to require imposition of a full additional 
load. Reducing the percentage deduction in the 
manner proposed will avoid an unnecessary accumu- 
lation of charges to persons entitled to death proceeds. 
Applicants further state that grant of the requested 
exemption will not conflict with the purpose of Section 
27(a) which was designed to curb abuses associated 
with front-end load arrangements on mutual fund 
contractual plans by, in part, limiting the sales load to 
9% and lessening the possible loss which could be 
incurred upon early termination of such a plan. Since 
the deductions for sales load under the Contracts will 
not exceed the statutory limitation of 9% and do not 
involve the kind of front-end load arrangement at 
which Section 27(a) is directed, Applicants submit that 
the deductions cannot lead to the abuses intended to be 
curbed by Section 27(a). 


Applicants assert that application of a reduced sales 
load to purchase payments derived from death 
proceeds under an annuity contract issued by the 
Company will meet the criteria for exemption from 
Section 22(d) of the Act provided in Rule 22d-3 
thereunder in that the reduction in sales load reflects a 
difference in costs or services, is not unfairly 
discriminatory against any person and will be 
disclosed in the Funds’ prospectuses, and they have 
therefore concluded not to seek exemption from 
Section 22(d). 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 27, 1977 at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as 
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to the nature of his interest, the reason for such 
request and the issues of fact or law proposed to be 
controverted, or he may request that he be notified if 
the Commission shall order a hearing thereon. Any 
such communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be served 
personally or by mail upon Applicants at the address 
stated above. Proof of service (by affidavit or in case of 
an attorney-at-law by certificate) shall be filed 
contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
will be issued as of course following June 27, 1977 
unless the Commission thereafter orders a hearing 
upon request or upon the Commission’s own motion. 
Persons who request a hearing or advice as to whether 
a hearing is ordered will receive notice of further 
developments in this matter Including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Ivestment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9798/June 2, 1977 


In the Matter of 


CALIFORNIA-WESTERN STATES LIFE INSURANCE 
COMPANY 


and 


CAL-WESTERN SEPARATE ACCOUNT A 
220 L Street 
Sacramento, CA 95814 


(812-3924) 


NOTICE OF APPLICATION PURSUANT TO SECTION 
6(c) OF THE ACT FOR AN ORDER OF EXEMPTION 
FROM THE PROVISIONS OF SECTIONS 22(e), 
27(c)(1) AND 27(d) OF THE ACT 


NOTICE IS HEREBY GIVEN that California-Western 
States Life Insurance Company (‘‘Cal-Western’’), a 
stock life Insurance company incorporated in the State 
of California, and Cal-Western Separate Account A 
(‘Separate Account A’’), a separate account of 
Cal-Western registered under the Investment Com- 
pany Act of 1940 (‘‘Act’’) as an open-end diversified 
management Investment company (hereinafter col- 
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lectively referred to as ‘‘Applicants’’), filed an 
application on March 10, 1976 and an amendment 
thereto on May 2, 1977, pursuant to Section 6(c) of thee. 
Act for an order exempting Applicants from rn 
provisions of Sections 22(e), 27(c)(1) and 27(d) of th 
Act to the extent necessary to permit compliance by 
Applicants with certain provisions of the Education 
Code of the States of Texas. All interested persons are 
referred to the application on file with the Commission 
for a statement of the representations therein which 
are summarized below. 


Separate Account A was established pursuant to the 
Insurance Code of the State of California on December 
20, 1966. Among the variable annuity contracts offered 
by Separate Account A and Cal-Western is an 
Individual Combined Variable-Fixed Retirement An- 
nulty Contract (‘‘Contract(s)’’) which participates in 
Separate Account A and which is designed to fund 
benefits provided by annuity purchase plans adopted 
by public school systems and certain tax-exempt 
organizations for their employees and qualifying for 
tax-deferred treatment under Section 403(b) of the 
Internal Revenue Code of 1954 as amended. Cal— 
Western serves as investment adviser to and principal 
underwriter for Separate Account A. 


In 1967, the State of Texas directed the governing 
boards of all Texas institutions of higher education t 
make available to certain employees an Ontiond 
Retirement Program (‘‘Program’’), codified as Sub- 
chapter G of Chapter 51 of the Texas Education Code. 
The statute provides as the funding media for the 
Program fixed or variable annuity contracts purchased 
from any Insurance or annuity company qualified to do 
business in Texas. In 1973, the Texas legislature made 
two amendments in the Program legislation, which 
amendments became effective on June 14, 1973. The 
statutory definition of the Program was amended to 
provide that the benefits of such annuities are to be 
available only upon termination of employment in the 
Texas public institutions of high education, retire- 
ment, death or total disability of the participant. The 
other amendment added a new Section 51.358 to 
Subchapter G which also provides that the benefits of 
such annuities will be available only if the participant 
dies, terminates his employment due to total dis- 
ability, accepts retirement, or terminates employment 
in the Texas public Institutions of higher education. 


Because of uncertainty regarding the effect of these 
amendments, the University of Texas System (‘‘Sys- 
tem’’) requested the opinion of the Attorney General 
of Texas with respect to several questions concerning 
such amendments. The Attorney General rendered an 
opinion dated February 18, 1975, in response to the 
System’s letter. The Attorney General interprete 
Section 51.358 to prohibit provisions in a variabl 

annulty contract issued in connection with the 





















Program on or after June 14, 1973, which provide for 
making available the redemption value of such 
ntract prior to the occurrence of one of the 


| eco 
Grits 






nditions specified in the statute, i.e., termination of 
retirement, death or total disability. 
Moreover, the opinion further stated that the prohi- 
bitions of Section 51.358 were impliedly in effect upon 
the establishment of the Program (in 1967) and that 
notwithstanding any language which may be contained 
in existing contracts, a participant in the Program has 
never had the right to redeem his annuity contract 
otherwise than in accordance with the limitations 
described above. The opinion did not affect the right 
of a participant to transfer the redemption value of his 
annuity contract from one carrier to another; ac- 
cordingly, the granting of the relief requested in the 
application would not affect such right. 


Sections 27(c][1], 22[e] and 27[d] 


Section 27(c)(1) of the Act makes it unlawful for any 
registered investment company issuing periodic pay- 
ment plan certificates, or for any depositor of 
or underwriter for such company, to sell any such 
certificate unless such certificate is a redeemable 
security. Section 2(a)(32) of the Act defines ‘‘redeem- 
able security’’ to mean any security under the terms of 
ere the holder upon its presentation to the issuer or 

© a person designated by the issuer is entitled to 
receive approximately his proportionate share of the 
issuer’s current net assets, or the cash equivalent 
thereof. 


Section 22(e) of the Act provides that no registered 
investment company shall suspend the right of 
redemption or postpone the date of payment or 
satisfaction upon redemption of any redeemable 
security In accordance with its terms for more than 
seven days after the tender of such security to the 
company or its agent designated for that purpose for 
redemption except in certain prescribed circum- 
stances. 


Section 27(d) of the Act makes it unlawful for any 
registered investment company issuing periodic pay- 
ment plan certificates, or for any depositor of or 
underwriter for such company, to sell any such 
certificate unless the certificate provides that the 
holder thereof may surrender the certificate at any 
time within the first elghteen months after the 
issuance of the certificate and receive in payment 
thereof, In cash, the sum of (1) the value of his 
account, and (2) an amount, from such underwriter or 

epositor, equal to that part of the excess paid for 
@::: loading which Is over 15 per centum of the gross 
payments made by the certificate holder. 





Applicants request exemptions from the provisions of 
Sections 22(e), 27(c)(1) and 27(d) of the Act to the 
extent necessary to permit compliance with Section 
51.358 as it pertains to (i) redemption values under 
Contracts issued to participants in the Program 
subsequent to the date of such exemptive order and 
(il) redemption values under Contracts issued prior 
thereto but attributable to payments made subsequent 
to the date of such order. 


Applicants assert that if such exemptions are not 
granted, persons participating in the Program ef- 
fectively will be denied an opportunity to select as a 
funding medium for their retirement benefits one of 
two funding media (the other being fixed annuity 
contracts) specifically provided in the Texas statute for 
such purpose. Additionally, participants will be unable 
to obtain the State’s matching contributions for the 
purchase of an equity-based retirement vehicle. In this 
respect, the Attorney General’s opinion indicated that 
these matching contributions will encourage partici- 
pation in the retirement plan but that unrestricted 
withdrawals prior to retirement might be detrimental 
to an effective retirement vehicle. In view of the 
foregoing, Applicants assert that the Commission 
should grant the requested exemptions because: (1) 
the limited restriction on redemption would be 
voluntarily assumed by participants, i.e., eligible 
employees are not required to participate in the 
Program; (2) the restrictions were not formulated nor 
suggested by Applicants; and (3) participants’ relin- 
quishment of the full right of redemption is a 
reasonable requirement in exchange for the benefits 
bestowed by the matching contributions of the State of 
Texas. 


Applicants will ensure that appropriate disclosure is 
made to persons who consider participation in the 
Program, informing them of the restriction on the 
availability of redemption values under Contracts to be 
issued to them. This disclosure will take the form of an 
appropriate reference in each Prospectus to the 
restrictions on redemption of these Contracts, as well 
as requiring each participant, as a part of the 
determination that the sale of these Contracts is 
suitable for that participant, to sign a statement 
indicating that he/she is aware that these restrictions 
will be placed on his/her Contract when it Is issued. In 
addition, Cal-Western will review all sales literature 
that is to be used In conjunction with the sales of these 
contracts for the existence of material representations 
that are inconsistent with the restrictions to be placed 
on these contracts and will instruct the salespeople 
involved in soliciting In this market specifically to 
bring this restriction to the attention of the potential 
participants. 


Section 6(c) authorizes the Commission to exempt any 
person, security or transaction or any class or classes 
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of persons, from the 


securities or transactions, 
provisions of the Act and Rules promulgated there- 
under if and to the extent that such exemption is 
necessary or appropriate in the public Interest and 
consistent with the protection of Investors and the 
purposes fairly intended by the policy and provisions 
of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 27, 1977, at 5:30 p.m. 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as 
to the nature of his Interest, the reason for such 
request, and the Issues, If any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission should order a hearing 
thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange Commis- 
sion, Washington, D.C. 20549. A copy of such request 
shall be served personally or by mall upon Applicants 
at the address stated above. Proof of such service (by 
affidavit, or In the case of an attorney at law, by 
certificate) shall be filed contemporaneously with the 
request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following June 27, 1977, unless the Commission 
thereafter orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing Is ordered, 
will receive any notices and orders issued in this 
matter, Including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








INVESTMENT ADVISERS ACT OF 1940 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 589/June 1, 1977 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 13583/June 1, 1977 


File No. S7-662 
Agency Cross Transactions for Advisory Clients 
AGENCY: Securities and Exchange Commission. 


ACTION: Final Rule. 
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SUMMARY: This rule provides a nonexclusive method 
for compliance with the Investment Advisers Act of 
1940 In connection with an agency cross transaction fi 


an advisory client by persons who otherwise might J 


considered to be acting in a conflict of interest in 
violation of their fiduciary duties to the client. It 
requires that the transaction be effected pursuant to a 
written consent for a period not to exceed one year and 
executed by the advisory client after full written 
disclosure that the Investment adviser and/or an 
affillated broker-dealer are acting as agent for and 
receiving commissions for both parties and, according- 
ly, have a conflicting division of loyalties and 
responsibilities. 


EFFECTIVE DATE: Immediately. 
FOR FURTHER INFORMATION CONTACT: 


Lee B. Spencer, Chief Counsel, Division of Investment 
Management, Securities and Exchange Commission, 
Washington, D.C. 20549 (202-376-8056) 


SUPPLEMENTARY INFORMATION: On December 2, 
1976, the Securities and Exchange Commission 
published notice (Advisers Act Release No. 557, 41 FR 
53808, December 9, 1976) that it had under consider- 
ation the adoption of Rule 206(3)-2 (17 CFR 275.206(3) 
-2) under the Investment Advisers Act of “®@ 
(‘‘Advisers Act’’) (15 U.S.C. 80b-1 et seq.). The noti 
invited all Interested persons to comment on the 
proposed rule. The Commission has considered all the 
comments and suggestions received and has deter- 
mined to adopt Rule 206(3)-2, with certain modifi- 
cations, In the form set below. 


Section 206(3) of the Advisers Act makes It unlawful 
for any Investment adviser, by use of the mails or any 
means or instrumentality of interstate commerce, 
directly or indirectly, knowingly to effect a securities 
transaction (a) with a client while acting as principal or 
(b) for a client while acting as broker for a person 
other than such client, without disclosing In writing to 
such client before the completion of the transaction the 
capacity In which he Is acting and obtaining the 
consent of the client to the transaction. That 
prohibition does not apply to any transaction with a 
customer of a broker or dealer if the broker or dealer Is 
not acting as an Investment adviser in relation to such 
transaction: 





206(3) of the Advisers Act is applicable even where 
affiliated investment adviser has recommended th 
transaction 


'However, the staff has taken the position that nee 




















In Advisers Act Release No. 40, dated February 5, 
1945, 11 FR 10997 (September 27, 1946) (‘Release 
No. 40”), the staff stated its opinion that an 
Qvestren adviser who, as principal or as agent for 

another, effects a transaction with or for a client is 
required to obtain the client’s consent in accordance 
with Section 206(3) of the Advisers Act on the basis of 
full disclosure of any adverse interest of the 
investment adviser. In the staff’s opinion, as stated in 
that Release and modified in Investment Advisers Act 
Release No. 470, dated August 20, 1975 (40 FR 38158, 
August 27, 1975), It may be necessary that such 
disclosure include: the capacity in which the invest- 
ment adviser proposes to act; the cost of the security 
to the investment adviser where he proposes to sell as 
principal; the price he expects to receive on resale 
where the Investment adviser proposes to buy from his 
client, or the total commission to the investment 
adviser where he proposes to act as an agent for 
another; and the best price at which the transaction 
could be effected by or for the client elsewhere if such 
price is more advantageous? Moreover, according to 
Release No. 40, except where no advice is rendered as 
to the particular transaction, the Advisers Act requires 
that the disclosure of capacity (although not the other 
disclosures) be given in writing and the client’s 
consent be obtained before the completion of each 
separate transaction. 


Gas 211(a) of the Advisers Act (15 U.S.C. 
80b-11(a)) authorizes the Commission to issue such 
rules as are necessary or appropriate to the exercise of 
the functions and powers conferred upon the Commis- 
sion In the Advisers Act, Including rules defining 
accounting, technical and trade terms used in the 
Advisers Act. 


As originally proposed, Section 275.206(3)-2 could 
have been used only by a person who was dually 
registered as an Investment adviser and as a 
broker-dealer. Thus, It was pointed out, although 
Section 206(3) of the Advisers Act would be applicable 
to a cross transaction by an Investment adviser who 
was not dually registered and/or an affiliated 
broker-dealer, neither the investment adviser nor the 





2Whether particular disclosures are required in con- 
nection with transactions effected in reliance upon 
Rule 206(3)-2 will depend on the materiality of the facts 
in each situation, as well as the degree of trust and 
confidence in and the reliance upon the person seeking 
to comply with the rule by the client. (See Advisers Act 
Of No. 470.) For example, in such agency 
r 


ansactions the disclosures relating to principal 
applicable. 


transactions would not be 





affillated broker-dealer* could make use of the 
procedures specified in the proposed rule. This was 
not the intended result, and the rule was modified 
throughout to make Its provisions available to any 
registered investment adviser* and any affiliated 
broker-dealer. 


The proposed rule, in paragraph (a)(1), would have 
required that the client, prior to giving consent to 
agency cross transactions, be given full written 
disclosure of the nature of such transactions and the 
effect of the adviser or affiliated broker-dealer acting 
as broker for both parties to the transaction. There 
was some concern over what would constitute 
adequate disclosure to satisfy that requirement. 
Therefore, that paragraph was modified to specify 
more precisely the disclosure to be made. 


Paragraph (a)(2) of Section 275.206(3)-2 requires that 
any person relying on the rules send to the client a 
written confirmation which includes: a statement of 
the nature of the transaction (i.e., that the broker also 
is acting as broker for a person on the other side of the 
transaction); the date the transaction took place; and 
an offer to furnish upon request the time when the 
transaction took place. Moreover, such confirmation 
must state the source and amount of any commission 
and other remuneration received or to be received in 
connection with the transaction by the investment 
adviser and any other person relying on the rule; 
except that In the case of a purchase In which neither 
the Investment adviser nor any other person relying on 
this rule was participating in a distribution or a sale in 
which no such person was participating In a tender 
offer, the written confirmation may state whether any 
other remuneration has been or will be received sand 
that the source and amount will be furnished upon 
written request of such customer. As the rule was 
originally proposed, the time of the transaction and 
the source and amount of commission or other 
remuneration regarding any agency cross transaction 
had to be shown on the confirmation in all cases. 





3The term “affiliated broker-dealer” is used throughout 
this release to designate a person registered under the 
Securities Exchange Act of 1934 (“Exchange Act”) [15 
U.S.C. 78, et seq.] and who controls, is controlling or 
under common control with the investment adviser 
who recommended the agency cross transaction. 


4investment advisers who effect brokerage transactions 
for their advisory clients should be aware of the 
registration requirements of Section 15 of the 
Exchange Act [15 U.S.C. 780] for persons within the 
definition of “broker” in Section 3(a)(4) of the Act ]15 
U.S.C. 78C(a)(4)]. 
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Because the rule requires the Identification of the 
transaction date on each confirmation and source of all 
compensation in connection with an agency cross 
transaction as requested by the advisory client, 
paragraph (a)(2) of the rule was modified to require 
only that the total number of such transactions and the 
total compensation in connection therewith for the 
period covered by the statement be disclosed. 


Apparently, there was some concern over how to 
comply with the requirement in paragraph (a)(4) that 
the disclosure statements and confirmations bear a 
‘*prominent legend’’ of revocability. It was intended 
that the cllent be reminded he may revoke at any time 
his consent to agency cross transactions, and that such 
reminder be conspicuous so as not to go unnoticed. In 
this regard, since the term ‘‘conspicuous’’ is a defined 
term in the Uniform Commercial Code,5 the phrase 
‘fa prominent legend clearly stating’’ has been 
changed to ‘‘a conspicuous statement.”’ 


Paragraph (a)(5) would have denied the use of the rule 
for any transaction where any seller and any purchaser 
‘fare advised in relation to such transaction by the 
same investment adviser.’’ It appears that this 
language could be Interpreted to include even casual 
impersonal advice, which was not intended.® Accord- 
ingly, the paragraph was modified to exclude only a 
transaction where ‘‘the same investment adviser, or 
an Investment adviser and any person controlling, 
controlled by or under common control with such 
investment adviser, recommended the transaction to 
both any seller and any purchaser.’’ (This provision 
also reflects a change made throughout the rule to 
encompass the affiliated broker-dealer, as discussed 
earlier.) 


The terms ‘‘advisory account’’ and ‘‘advisory client’’ 
were used interchangeably in the proposed rule. To be 
consistent, the term ‘‘advisory account’’ has been 
changed throughout to ‘‘advisory client.’’ 


Additionally, the Note to the rule as_ originally 
proposed has been incorporated, with a minor 





5Section 1-201(10) of the Uniform Commercial Code 
defines “conspicuous” as follows: 


A term or clause is conspicuous when it is so written 
that a reasonable person against whom it is to operate 
ought to have noticed it. A printed heading in capitals 
(as: NON-NEGOTIABLE BILL OF LADING) is con- 
spicuous” if it is in larger or other contrasting type or 
color. But in a telegram any stated term is 
“conspicuous”. Whether a term or clause is “conspi- 
cuous” or not is for decision by the court. 


6See, Rule 206(3)-1, 17 CFR 275.206(3)-1 (1976). 
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modification of its language, as paragraph (c) of the 
rule. This language Is not Intended to define the 


requirements as to best price and execution, bu 
merely to remind the persons relying on the rule tha 


the rule does not relieve them of whatever obligation 
they may have to clients in this regard.” The language 
of the rule has been changed to read ‘‘fulfilling the 
duty with respect to best price and execution.’’ 


Because the rule provides a nonexclusive method for 
compliance with Section 206(3), it is made immediately 
effective. 


* * * 


Commission Action: Part 275 of Chapter II of Title 17 
of the Code of Federal Regulations is amended by 
adding a new section 275.206(3)-2 reading as follows: 


§275.206(3)-2 Agency cross transactions for advisory 
clients. (a)(1) An investment adviser registered under 
Section 203 of the Act (15 U.S.C 80b-3), or (2) a person 
registered as a broker-dealer under Section 15 of the 
Securities Exchange Act of 1934 (15 U.S.C. 780) and 
controlling, controlled by or under common control 
with an investment adviser registered under Section 
203 of the Act, shall be deemed in compliance with the 
provisions of Section 206(3) of the Act (15 U.S.C 


80b-6(3)) in effecting an agency cross transaction 9 


an advisory client, if: 


(i) the advisory client has executed a written consent 
prospectively authorizing for a period not to exceed 
one year the investment adviser, or any other person 
relying on this rule, to effect agency cross transactions 
for such advisory client, provided that such written 
consent Is obtained after full written disclosure that 
with respect to agency cross transactions the invest- 
ment adviser or such other person will act as broker 
for, receive commissions from, and have a potentially 
conflicting division of loyalties and responsibilities 
regarding, both parties to such transactions; 


(ii) the investment adviser, or any other person 
relying on this rule, sends to each such client a written 
confirmation at or before the completion of each such 
transaction, which confirmation includes (A) a state- 
ment of the nature of such transaction, (B) the date 
such transaction took place, (C) an offer to furnish 
upon request, the time when such transaction took 
place, and (D) the source and amount of any other 











7lt was stated in Advisers Act Release No. 40, dated 
February 5, 1945, that the disclosures in connection 
with Section 206(3) transactions include “the best price 


the client elsewhere if . . . more advantageous to t 
client than the actual purchase or sale price.” 


at which the transaction could be effected by or @ 
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remuneration received or to be received by the 

investment adviser and any other person relying on 

this rule in connection with the transaction, provided, 

@::: that If, in the case of a purchase, neither the 
h 







estment adviser nor any other person relying on 
Is rule was participating in a distribution, or in the 
case of a sale, neither the investment adviser nor any 
other person relying on this rule was participating in a 
tender offer, the written confirmation may state 
whether any other remuneration has been or will be 
received and that the source and amount of such other 
remuneration will be furnished upon written request of 
such customer; 


(ili) the Investment adviser, or any other person 
relying on this rule, sends to each such client, within 
thirty days prior to the expiration of the written 
consent referred to in subparagraph (i) and with or as 
part of any written statement or summary of such 
account from the Investment adviser or such other 
person, a written disclosure statement identifying the 
total number of such transactions during the period 
since the date of the written consent or during the 
period covered by any other written statement or 
summary, and the total amount of all commissions or 
other remuneration received or to be received by the 
investment adviser and any other person relying on 
this rule in connection with such transactions during 
such period; 


) each written disclosure and confirmation required 
by this rule includes a conspicuous statement that the 
written consent referred to in subparagraph (i) may be 
revoked at any time by written notice to the 
investment adviser, or to any other person relying on 
this rule, from the advisory client; and (v) no such 
transaction is effected in which the same investment 
adviser or an Investment adviser and any person 
controlling, controlled by or under common control 
with such investment adviser recommended the 
transaction to both any seller and any purchaser. 


(b) For purposes of this rule the term ‘‘agency cross 
transaction for an advisory client’? shali mean a 
transaction in which a person acts as an investment 
adviser In relation to a transaction in which such 
investment adviser, or any person controlling, control- 
led by or under common control with such investment 
adviser, acts as broker for both such advisory client 
and for another person on the other side of the 
transaction. 


(c) This rule shall not be construed as relieving in any 
way the Investment adviser or another person relying 
on this rule from acting in the best interests of the 
advisory client, Including fulfilling the duty with 

spect to the best price and execution for the 
Giicus transaction for the advisory client; nor shall 

relleve such person or persons from any disclosure 








obligation which may be imposed by subparagraphs 
(1) or (2) of Section 206 of the Act or by other 
applicable provisions of the federat securities laws. 


* * * * * 


Section 275.206(3)-2 is adopted pursuant to the 
authority granted to the Commission in Section 211 (a) 
of the Investment Advisers Act of 1940 (15 U.S.C. 
80b-11(a)). 


By the Commission. 


George A. Fitzsimmons 
Secretary 


June 1, 1977 
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Litigation Release No. 7943/May 27, 1977 


SECURITIES AND EXCHANGE COMMISSION v. 
FALSTAFF BREWING CORPORATION, et al. 
(D.D.C.) Civil Action No. 77-0894 


The Securities and Exchange Commission (“Commis- 
sion”) today announced the filing of a civil injunctive 
action in the U.S. District Court for the District of 
Columbia against Falstaff Brewing Corporation (“Fal- 
staff”), Paul Kalmanovitz (“Kalmanovitz”), chairman of 
the Falstaff board of directors, James S. McClellan 
(“McClellan”), a former director of Falstaff and 
Ferdinand J. Gutting (“Gutting”) formerly Falstaff’s 
president and chairman of its board of directors. 


In connection with the filing of the complaint, the 
Commission has filed a motion for preliminary 
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injunction seeking to enjoin Falstaff from convening 
its annual shareholders meeting presently scheduled 
to be held on June 7, 1977 in San Francisco, California 
and prohibiting the solicitation and voting of proxies in 
connection therewith. The Commission alleges that 
the proxy soliciting material is materially false and 
misleading in some respects in connection with a 
proposed change in the dividend rights of Falstaff’s 
preferred stock of which Kalmanovitz presently owns 
100%. 


The injunctive action charges the above-named 
defendants with violations of the anti-fraud, reporting 
and proxy provisions of the federal securities laws. 


The Commission’s complaint alleges that the defend- 
ants have been involved in fraudulent conduct with 
respect to a 1975 transaction whereby Kalmanovitz 
acquired 52% of the outstanding soliciting material 
that Kalmanovitz would, in fact, obtain such control; 
that one-half of his voting rights were obtained in 
consideration of an extension of credit from one of 
Falstaff’s suppliers; and that the agreement between 
Kalmanovitz and Falstaff which included provisions for 
repayment of Falstaff’s outstanding long term debt 
would violate agreements with certain lenders which 
required pro rata payment along all such lenders. 


The complaint also alleges that Kalmanovitz filed with 
the Commission a false and misleading Schedule 13D 
with respect to his acquisition of Falstaff securities. 
Falstaff is also charged with violations of the periodic 
reporting provisions of the securities laws in connec- 
tion with its filings with the Commission from 1974 to 
the present. 


Defendants McClellan and Gutting have consented to 
the entry of orders enjoining them from future 
violations of the anti-fraud and reporting provisions of 
the securities laws without admitting or denying the 
allegations in the Commission’s complaint. 





Litigation Release No. 7944/May 31, 1977 


U.S.A. v. ERNEST A. BARTLETT, JR., et al 
FS-69-CR-5 [W/D Arkansas] 


Richard M. Hewitt, Administrator of the Fort Worth 
Regional Office of the Securities and Exchange 
Commission, and Robert Johnson, United States 
Attorney for the Western District of Arkansas, Fort 
Smith, Arkansas, today jointly announced that on May 
20, 1977, Federal District Judge Oren Harris, at Fort 
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Smith, dismissed the indictment against Bruce 
Bennett, El Dorado, Arkansas, a former Arkansas 
Attorney General. 


Bennett was the sole remaining defendant in L 
indictment returned on January 30, 1969, against four 
individuals, charging violations of the securities 
registration and anti-fraud provisions of the federal 
securities laws, the mail fraud statute, the wire fraud 
statute, and the conspiracy statute, involving the offer 
and sale of common stock in bond investment 
certificates of Arkansas Loan and Thrift Corporation, 
Fort Smith. 


For further information, see Litigation Release No. 
3948, 3950, 4119, 4224, 4436, and 4510. 





Litigation Release No. 7945/May 31, 1977 


U.S.A. v. ROBERT S. TRIPPET, et al 
CR-74-1815-ALS; CR-75-234-ALS [Central Dist./Cali- 
fornia] 


Richard M. Hewitt, Administrator of the Fort wor 
Regional Office of the Securities and Exchang 
Commission, and William D. Keller, United States 
Attorney for the Central District of California, today 
jointly announced that on May 23, 1977, John T. Lenoir 
of Tulsa, Oklahoma, was sentenced to two years 
probation by Judge Jesse Curtis in Los Angeles, 
California. 


Lenoir, a former vice-president of Home-Stake Produc- 
tion Company, Tulsa, Oklahoma, had, on February 10, 
1975, entered a guilty plea before Judge Curtis to two 
counts of a 39-count indictment by a Federal Grand 
Jury for the Central District of California. 


For further information, see Litigation Releases No. 
6055, 6071, 6077, 6118, 6639, 6756, 7704, 7792, and 
Securities Exchange Act Release No. 10347. 





Litigation Release No. 7946/May 31, 1977 


U.S. v. RICHARD P. CURRAN, et al. 
(USDC ARIZ. CR-76-323) 


Michael D. Hawkins, United States Attorney for @ 
District of Arizona, and Robedrt H. Davenport; 
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Regional Administrator of the:Denver Regional Office 
of the Securities and Exchange Commission, today 

nnounced that on May 23, 1977, a federal jury in 
@: Arizona (United States District Court for the 

Strict of Arizona) returned guilty verdicts against 
Richard P. Curran, Malibu, California; William Hetrick, 
Tustin, California; Hal Franklin Ely, Foster City, 
California; Robert Kenneth Lewkowitz, Phoenix, 
Arizona, certified public accountant; and Neal Henry 
Lidenberg, Mesa, Arizona; and the following com- 
pany—Bemis Investment Co. of various counts of 
securities fraud, mail fraud and interstate transporta- 
tion of money obtained by fraud in connection with the 
purchase and sale of various interests in land contracts 
offered for sale and sold by Cochise College Park, Inc. 


Prior to trial, Adolph P. Neer of Scottsdale, Arizona 
entered a plea of guilty to an information charging Neer 
with one count of fraud in the sale of securities of 
Cochise College Park, Inc. 


The case against the remaining defendants is to be set 
for trial at a later date. 


For further information see litigation release nos. 5315, 
5399, 5427, 5445 and 7571. 


Litigation Release No. 7947/May 31, 1977 





S.E.C. v. CAPITAL PLANNING ASSOCIATES, INC., et 
al. 
(N.D. CA. C-76-1198-SW) 


Gerald E. Boltz, Administrator of the Los Angeles 
Regional Office, and Leonard H. Rossen, Associate 
Regional Administrator of the San Francisco Branch 
Office, announced today that on May 20, 1977, the 
Honorable Spencer Williams, United States District 
Judge for the Northern District of California, entered a 
Final Judgment of Permanent Injunction against 
Delger Corporation (“Delger”), a Novato, California 
broker-dealer, prohibiting further violation of the regi- 
Stration and anit-fraud provisions of the federal 
securities laws in connection with securities in the 
form of limited partnership interests issued by Capital 
Planning Associates, Inc. (“Capital”) and its affiliates 
or any other security of any other issuer. Delger was 
formerly a subsidiary of Capital. Delger consented to 
the entry of the injunction without admitting or 
denying the allegations of the Commission’s com- 
plaint. 


ith the entry of this injunction, the Commission’s 
civil action, which was instituted on June 11, 1976, is 


concluded except for the continuing activities of the 
Managing Trustee for National Real Estate Fund as 
part of the ancillary relief sought by the Commission. 


For further information see Litigation Release Nos. 
7452, 7480, 7572, 7835, and Securities Exchange Act of 
1934 Release No. 


Litigation Release No. 7948/June 1, 1977 


SEC v. AMERICAN BEEF PACKERS, INC., FRANK R. 
WEST, et al., 
(USDC, Nebraska, Civil Action No. 76-0-68) 


Robert H. Davenport, Administrator of the Denver 
Regional Office announced that on May 4, 1977, 
following a trial, the Honorable Warren K. Urbom, 
Chief Judge of the United States District Court for the 
District of Nebraska, entered an order, in substance, 
permanently enjoining Frank R. West of Elkhorn, 
Nebraska from (a) assuming any position as officer or 
director of American Beef Packers, Inc. or any 
successor or subisdiary of American Beef Packers, 
Inc., except upon a showing to the court that 
procedures have been instituted to prevent a recurrence 
of violations of the securities laws of the United States 
and (b) filing with the Commission or using on behalf 
of any company any proxy material or annual report of 
that company which contains statements which are 
false or misleading with respect to any material fact or 
omits to state material facts necessary in order to make 
the statements made, in light of the circumstances 
under which they were made not misleading. 


The Court dismissed with prejudice all claims against 
Gayle S. Tate and William D. Cairney, former directors 
of American Beef Packers, Inc. 


In its Memorandum Decision, in reference to the 1975 
proxy material and annual report, the Court in part 
wrote, “For purposes of proxy material and annual 
reports, the president’s knowledge is imputed to the 
corporation. Both acted in the preparation and 
distribution of the proxy materials with intent to 
deceive.” The Court, further, in part, wrote: 


“Two deficiencies appear in the proxy material and 
annual report regarding the loan arrangements with 
General Electric Credit Corporation. As far as it goes, 
the statement in footnote 8 of the annual report that the 
company ‘knowingly overstated certain accounts 
receivable, the result of which was to increase the 
amount of loans from General Electric Credit 
Corporation,’ and that the company ‘followed the prac- 
tice of not remitting certain cash collections promptly 
to General Electric Credit Corporation’ is accurate, but 
the size of the overstated accounts receivable and of 
the non-remitted cash collections, or an approximation 
thereof, was a significant factor omitted. Additionally, 
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the practice of falsifying the record by showing 
fictitious sales of meat was a matter which needed to 


be stated in order to place the disclosure of 
overstatement of accounts receivable in perspective. 
During the fiscal year ended May 31, 1975, the 
fictitious sales approximated $1 million and the non 
remitted collections reached a high of about 3.5 
million. Those facts not only reflect what was 
happening, but what was known by the defendant West 
and by at least some other persons in management.” 


Concerning cash funds of American Beef Packers, Inc. 
the Court, in part, wrote: 


“In October, 1975, when American Beef Packers, Inc. 
filed with the SEC its annual report on Form 10-K for its 
fiscal year ended May 31, 1975, the only references to 
unusual cash funds were in the ‘Report of Independent 
Public Accountants,’ as follows: 


‘During the course of our examination, certain matters 
came to our attention because we were unable to 
obtain satisfactory documentary evidence as to the 
business purpose or because of the nature of the 
transaction. These transactions, which are further 
discussed in Note 8, are summarized as follows: (a) 
unidentified cash deposit of approximately $94,000, 
. . . Since complete information on the above trans- 
actions was not available, we were unable to determine 
what effect, if any, these transactions may have had or 
may have in the future on the Company’s operations or 
its financial position... .’ 


“Footnote 8 stated” 
‘Certain Transactions— 


‘Certain unusual transactions where supporting docu- 
mentation or evidence of the business purpose was not 
available have come to the attention of management 
and the Board of Directors of the Company. The 
following is a brief summary of the transactions: 


a. As of January 6, 1975, the Company recorded 
approximately $94,000 of cash. This currency was 
subsequently deposited in the Company’s bank 
account on April 16, 1975. Supporting documents 
indicating the source of the cash or the nature of the 
business transaction which gave rise to it were not 
available.’ 


zs. * 


‘Management and legal cousel of the Company are 
unable to express an opinion as to the outcome of the 
matters discussed in this note and the related effect on 
the accompanying financial statements as of May 31, 
1975.’ 
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“The facts behind these statements are somewhate 
complicated, but the ultimate facts are that for the 
purpose of developing a fund from which to make cash 
payments to one or more federal meat graders some 
the members of the company’s management, includi 
the defendant West, devised and in August and 
September of 1973 effected a scheme of selling meat 
for cash, not recording the sales, and depositing the 
cash in one or more safe deposit boxes, from which 
withdrawals were regularly made and used to pay one 
or more federal meat graders for the purpose of 
influencing the grading of the company’s meat. The 
amount of such unrecorded sales of meat was at least 
$500,000. No accurate records were kept of the use of 
this money. During most of the fiscal years ending May 
31, 1974 and 1975, at least, withdrawals of at least $600 
a week were made for the purpose of paying federal 
meat graders. In February, 1975, approximately 
$94,000 of such cash was entered on the books and 
records of American Beef Packers, Inc., debiting ‘cash’ 
and crediting ‘allowance for bad debts.’ ” 


“There was an additional source of the cash funds. 
From at least as early as September, 1972, and 
continuing through mid-1973, the company engaged in 
a practice of writing checks on its account payable to 
banks and cashing the checks in order to create cash 
funds and falsely recording on its records that such 
statement was as follows: 


‘. . . From information available to the company, 


appears that during the period beginning in about the 
last half of 1972 and continuing through about mid 
1973, certain persons then employed by the Company 
wrote approximately seven checks totaling approxi- 
mately $15,875.00 on an account maintained by the 
Company, which checks were payable to certain banks, 
purportedly in payment of interest due to such banks 
by the Company. Although the Company’s records 
indicate that such checks were drawn for the purpose 
of paying interest to such banks, it appears that certain 
persons presented such checks to the payee banks and 
obtained cash therefor. It has been alleged that certain 
Officers and/or employees of the Company, after 
obtaining such cash, used the money to bribe US 
Department of Agriculture Meat Graders. The Compa- 
ny’s investigation of this matter has resulted in some 
evidence tending to support such allegations, and the 
Company’s investigation of this matter is continuing.’ 


“This statement from the 1976 proxy material appears 
to be accurate, but the same kind of disclosure was not 
made in the 1975 proxy statement, including the annual 
report.” 


“The disclosure in the proxy materials and annual 


deficient. Management was aware of this cash fund, 
source, and its use. The stockholders were entitled t 


report for the fiscal year ended May 31, 1975, ‘e 





tice li 

















know these things. They were material in the same way 
the additional facts about diversion of accounts 
; ceivable receipts and recording of fictitious sales 

ere material, as described in (***) of this memoran- 
dum of decision.” 


With further reference to the company the Court 
concluded, in substance, that since the present 
management was not involved in any of the violations 
of the securities law, there was no need to enjoin 
American Beef Packers, Inc. 


For further information see Litigation Release Nos. 
7300 and 7733. 


RHDavenport/gp 
Litigation Release No. 7949/June 1, 1977 


SEC v. AMERICAN CENTENNIAL CORPORATION, et 
al. 
(U.S. D.C. M.D. Tennessee 77-3236 NA-CV) 


Jule B. Greene, Administrator of the Atlanta Regional 
Office of the Securities and Exchange Commission 
announced the. filing of a complaint in the United 
States District Court for the Middle District of 
Tennessee at Nashville on May 16, 1977 seeking 
eliminary and permanent injunctions against Ameri- 
n Centennial Corporation, a Tennessee insurance 
holding company with its principal place of business in 
Nashville, Tennessee; Gerald B. Grandfield of Orlando, 
Florida; Leonard M. Hurst of Knoxville, Tennessee; 
Stephen Waterhouse, Jr. of Nashville, Tennessee and 
Billy J. Becton of Maitland; Florida. 





The Commission’s complaint alleges that defendants 
violated anti-fraud provisions of the Securities Act of 
- 1933 and of the Securities Exchange Act of 1934 in 
connection with the offer and sale of American 
Centennial Corporation common stock. The complaint 
alleges, inter alia, that defendants made material 
misrepresentations and omissions with reference to 
projections of profit and a projected public market in 
the stock. 


Litigation Release No. 7950/June 1, 1977 


SEC v. ASCOT OILS, INC, et al. 
(W.D. La.; CA File No. Cl-76-0222) 


Richard M. Hewitt, Administrator of the Fort Worth 
Regional Office of the Securities and Exchange 
Commission, today announced that federal district 
Judge Tom Stagg, at Shreveport, Louisiana, on May 
} 1977, entered an Order of Permanent Injunction by 






nsent against William L. Franklin, of Shreveport, 
njoining him from further violations of the registration 


and antifraud provisions of the federal securities laws. 





Franklin consented to the Order of Permanent 
Injunction without admitting or denying the allegations 
in the Complaint. 


The Complaint filed on February 27, 1976, originally 
charged Ascot Oils, Inc., of Shreveport, three other 
corporations, and fourteen individuals including 
Franklin, with registration violations, and antifraud 
violations primarily in connection with the use of 
boiler-room sales methods in the offer and sale of 
fractional undivided working interests in oil and gas 
leases. 


For further information see Litigation Releases Nos. 
7302, 7315, 7339, and 7352. 


Litigation Release No. 7951/June 1, 1977 


SECURITIES AND EXCHANGE COMMISSION v. SU- 
CREST CORPORATION et al. 

(United States District Court for the District of 
Columbia) 


CIVIL ACTION NO. 77-915 


The Securities and Exchange Commission (“Commis- 
sion”) announced today the filing of a civil injunctive 
action in the United States District Court for the 
District of Columbia against SuCrest Corporation 
(“SuCrest”), a New York sugar refiner, Robert Rapaport 
(“Rapaport”), former President and Chairman of the 
Board of SuCrest, Charles Azarow (“Azarow”), Vice- 
President of SuCrest, Jack Sexer (“Sexer’”), Vice Presi- 
dent of SuCrest, and Czarnikow-Rionda Company, Inc. 
(“Rionda”), a sugar broker located in New York City. 
SuCrest, Rapaport, Azarow, and Sexer without 
admitting or denying the allegations in the Commis- 
sion’s Compaint, consented to the Judgment of 
Permanent Injunction entered by the Court. 


In it’s Compaint, the Commission charged SuCrest, 
Rapaport, Azarow, Sexer and Rionda with violations of 
the anti-fraud and reporting provisions of the 
Securities Exchange Act of 1934 as well as the 
anti-fraud provisions of the Securities Act of 1933. The 
Complaint alleged that SuCrest and Rionda had 
engaged in sham transactions when SuCrest orally 
agreed with Rionda to resell to Rionda after SuCrest’s 
year-end the same quantity of raw sugar which SuCrest 
had purchased from Rionda prior to SuCrest’s year-end 
at a price which would assure both companies of no 
monetary gain or loss between them, except for fees 
which SuCrest paid to Rionda. The Compaint alleged 
that these transaction materially affected SuCrest’s 
year-end inventory quantities and the income compu- 
ted thereon for its fiscal 1975 and 1976 years, and 
resulted in the dissemination of false and misleading 
press releases stating SuCrest’s income, and in the 
filing of false and misleading reports with the 
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Commission. The Complaint further alleged that 
officers of both SuCrest and Rionda made materially 
false and misleading statements to SuCrest’s auditors, 
S.D. Leidesdorf and Co. (“Leidesdorf”) in order to 
conceal the existence of the oral agreement from 
Leidesdorf. 


The Complaint further alleged that SuCrest generated 
false and misleading documents in order to give the 
appearance that certain raw sugar purchased by 
SuCrest should be accounted for under the First-in- 
First-Out (“FIFO”) accounting method, instead of 
under the Last-In-First-Out (“LIFO) method of account- 
ing, since the FIFO accounting treatment would have 
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enabled SuCrest to report less earnings and thereby 
incur a correspondingly lower income tax liability. 


In addition to entering the Judgment of Permanent | 
junction against SuCrest, Rapaport, Azarow and Sexer, 
the Court also entered an order prohibiting SuCrest 
from making any false of misleading statements to 
SuCrest’s auditors, from making any false or ficticious 
entries into SuCrest’s books and records, or from 
omitting to record any material transaction on 
SuCrest’s books and records. 


The Commission notes that information relating to the 
violative conduct was brought to its attention by 
Leidesdorf and SuCrest’s Audit Committee. 
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